DOCUMENT  RESUME 


ED  334  955 


TITLE 


INSTITUTION 

REPORT  NO 
PUB  DATE 
NOTE 

AVAILABLE  FROM 


PUB  TYPE 

EDRS  PRICE 
DESCRIPTORS 


IDENTIFIERS 


HE  024  910 

Abuses  in  Federal  Student  Aid  Programs:  Hearings 
Before  the  Permanent  Subcommittee  on  investigations 
of  the  Committee  on  Governmental  Affairs.  United 
States  Senate,  One  Hundred  First  congress,  Second 
Session  (February  20,  26,  1990). 
Congress  of  the  U.S.,  Washington,  D.C  Senate 
Committee  on  Governmental  Affairs. 
Senate-Hrg-101-659 
Feb  90 

513p.;  Not  available  in  paper  copy  because  of  small 
print.  For  related  documents,  see  HE  024  911-913. 
Superintendent  of  Documents,  congressional  Sales 
Office,  U.S.  Government  Printing  Office,  Washington, 
DC  20402. 

Legal/Legislative/Regulatory  Materials  (090) 

MF02  Plus  Postage.  PC  Not  Available  from  EDRS. 
career  Education;  Correspondence  Schools;  Federal 
Aid;  Higher  Education;  *Loan  Repayment;  Postsecondary 
Education;  Private  Schools;  'Proprietary  Schools; 
Standards;  "Student  Financial  Aid;  *Student  Loan 
Programs;  Student  Recruitment;  Trade  and  Industrial 
Education 

•American  Career  Training  Travel  School  FL;  *Fraud; 
GuaranLecJ  OLuJent  Loan  Program 


ABSTRACT 

This  document  presents  oral  testimony  and  prepared 
statements  on  the  subject  of  ."ederal  student  loan  programs  identified 
as  particularly  vulnerable  to  fraud,  waste,  and  abuse.  Opening 
statements  by  the  four  Senators  (Nunn,  ICOhl»  Roth,  and  Levin)  stress 
the  seriousness  of  increasing  student  loan  defaults  and  abuses  by 
proprietary,  for  profit,  trace  schools.  Oral  testimony  and  exchanges 
with  the  Senators  are  then  given  for  the  following  individuals: 
Franklin  Frazier,  Director,  Education  and  Employment  Issues  of  the 
General  Accounting  Office;  David  B.  Buckley,  Chief  Investigator  of 
the  Permanent  Subcommittee  on  Investigations;  James  B.  Thomas, 
inspector  General,  Department  of  Education;  two  students,  an 
employee,  and  the  president  of  the  American  Career  Training  School. 
Much  of  the  document  consists  of  exhibits  pertaining  to  the  American 
career  Training  Travel  School  (Florida)  investigation  and  related 
documents  concerning  proprietary  trade  schools  including  a  statement 
by  the  National  Association  of  Trade  and  Technical  Schools.  (DB) 


*  Reproductions  supplied  by  EDRS  are  the  best  that  can  be  made 

*  from  the  original  document. 


U  S  DEPARTMENT  Of 


FDliCATlON 

\(     DMA  ! 


0  (If  «  I 


S.  HRo.  I01-6S9 

ABUSES  IN  FEDERAL  STUDENT  AID 

PROGRAMS 


HEARINGS 

BEFORE  THE 

PERMANENT 
SUBCOMMITTEE  ON  INVESTIGATIONS 

OF  THE 

COMMITTEE  ON 
GOVERNMENTAL  AFFAIRS 
UNITED  STATES  SENATE 

ONE  HUNDRED  FIRST  CONGRESS 
SECOND  SESSION 

FEBRUARY  20,  26,  1990 


Printed  for  the  use  of  the  Committee  on  Governmental  Affairs 


US.  GO VERN MKNT  PRINTING  OFFICE 
WASHINGTON  :  1990 


For  iftie  by  the  Supenntcodanl  of  Document*  CcogroMttruU  S*ie»  OftVe 
US.  Government  PnaUng  Office.  Wtttunfton*  DC  20402 


COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 


JOHN  GLENN.  Ohio,  Chairman 
SAM  NUNN,  Georgia  WILLIAM  V.  ROTH,  Jr.,  Delaware 

CARL  LEVIN.  Michigan  TED  STEVENS,  Alaska 

JIM  SASSER,  Tennessee  WILLIAM  S.  COHEN,  Maine 

DAVID  PRYOR,  Arkansas  WARREN  B.  RUD MAN,  New  Hampshire 

JEFF  BINGAMAN.  New  Mexico  JOHN  HEINZ,  Pennsylvania 

HERBERT  KOHL.  Wisconsin  PETE  WILSON.  California 

JOSEPH  I.  LIEBERMAN.  Conm^ticut 

Leonard  Weiss,  Staff  Director 
Jo  Anne  Barnhart.  Minority  Staff  Director 
Michal  Sue  Prosser.  Chief  Clerk 


PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

SAM  NUNN,  Georgia,  Chairman 
JOHN  GLENN.  Ohio*  Vice  Chairman 
CARL  LEVIN,  Michigan  WILLIAM  V.  ROTH,  Jr.,  Delaware 

JIM  SASSER,  Tennessee  TED  STEVENS.  Alaska 

DAVID  PRYOR,  Arkansas  \  ILLIAM  S.  COHEN,  Maine 

HERBERT  KOHL.  Wisconsoa  WARREN  B.  RUD  MAN,  New  H  amp*  hire 

JOSEPH  I.  LIEBERMAN,  Connecticut     PETE  WILSON,  California 

Eteanore  HilL  Chief  Counsel 
Daniel  F.  Rinzel,  Counsel  to  the  Minority 
Mary  D.  Robertson*  Chief  Clerk 

<U> 


4 


CONTENTS 


Pa** 

Opening  statements:    \ 

Senator  Nunn     4 

Senator  Kohl  **   y>.1k 

Senator  Roth  ..   U 

Senator  Levm  

WITNESSES 
Tuesday.  February  20,  1990 

P--klin  p-a*er  Director.  Education  and  Employment  Issues  1 [!u^n 
wSl  i»SSi.U.3.  General  Accounting  Office,  accompanied  by  Jo«ga 
SSrAiiitant  Director  for  Education  Issues,  and  Christopher  C.  Criss-  & 

tSL Tacco^nied  bv  Grace  T.  McPhearson.  &afT ^^^gj-^ $ 
James  B.  Thomas.  Jr..  Inspector  General.  U.S.  Department  of  Education  

Monday.  Febeuary  26,  1990 
David  B  Buckley.  Chief  Investigator.  Permanent  Subcommittee  on  Investiga- 

tKs r"aSS{Sied  by  Grace  f ,  McPhearson.  Staff  In^  =   % 

Andrea  Lynn  MerhttsAVest.  former  American  Car^r  Training  student 
Amrela  M.  Jones,  former  American  Career  Training  student  w- 
Sa  Ann  Brandon,  former  employ*  of  American  ^^Jrammg  bchoo)  ^ 
Joseph  Calareso.  president.  American  Career  Training  Schooi  

Alphabetical  List  of  Witnesses 

Brandon,  Brenda  Ann:    ^ 

Testimony  '""   ill 

Prepared  statement  •  

Buckley.  David  B.:    20.  -V> 

Testimony                                                                                 122.  177 

Prepared  statements   w 

Calareso,  Joseph:  Testimony   5 

Crissman.  Christopher  C  Testimony   r> 

Eglin,  Joseph  J  :  Testimony  

Frazier.  Franklin:    *> 

Testimony  •   103 

Prepared  statement  

Jones.  Angela  M.;    S4 

Testimony     208 

Prepared  statement   20.  5;> 

McPhearson.  Grace  T:  Testimony  

Merritts-West.  Andrea  Lynn:  >n 

Testimony   203 

Prepared  statement    

Thomas,  James  B..  Jr.:  :{\ 

Testimony   \:d 

Prepared  statement  ■  ■  • ■■■  *  *  17;$ 

Reapers  to  written  questions  submitted  by  Senator  Levin  


APPENDIX 

Prepared  statements  of  witnesses  in  order  of  appearance.. 

(Ill) 


103 


ERIC 


IV 

_  Introduced  \PP*»«w 

Exhibits  m  we  w 

1.  Statement  for  the  Record.  Stephen  Blair  National  Ass*  ,lg 

eiation  of  Trade  and  Technical  ^hools........—-.... 

2.  PHEAA  program  review  of  ACT..  April  _1-<M.  fiJ 

3.  H^Fprt^am'review'of'A;  « 

4.  norida  Guarantee  Agency  program  review  of  ACT.. 

August  14-18.  1989  visit  ;.  ■ 

5    Massachusetts  Guarantee  Agency  program  review  of 

A.CT..  August  14-18.  1989   ■■  ■■■■■■  ■.»- ■■■■■ - 

«.   PHEAA  program  rev.ew  of  A.C.T..  August  14-lh.  l.*»  ^ 

7  Copy  of Student ''EnroUment' AgTeement  Contract  with  ^ 

A.CT  Corporation  •   (U 

X  ACT  Student  File:  Angela  Jones  twitnesst   * 

•»  A.CT.  Student  File:  Anne  Marracco...........  -  ,^ 

10  A  CT.  Personal  Qualification  and  Protuerorm   r. 

U  A.CT.  Student  File:  Identity  deleted  by  Pbl   '  ^ 

12  Memorandum  of  John  Wash.  A.CT  employee... ...   ... 

13'.  Department  of  Education  Region  IV  Program  Review  ot  ^  ^ 

14  NatSnai'  Home'  Study  '^uncir^rma^^  Reports  on 

review  of  A.CT.  and  response  by  Joseph  Calareso ...  ......  W 

15  Selected  A.CT.  documents  from  the  files  of  the  U.b. 

DT!»trtaS5£»-l  EligibUity  for  Programs 
1985  signed  by  Joseph  Calareso  •  

b.  Eligibility  letter  from  Department  of  Education 

for  A  C  T  travel  programs  dated  March  1986   i«  WB 

c.  Guaranteed  Indent  Lou  Eligibility  notice  for 
new  program  (HART  School  for  Professional  Sec- 

returns*  dated  October  20. 1987   » ^  .>61 

d.  Eligibility  file   m 

e.  Certification  file  -  Ul'«.".wV«»" 

16  National  Home  Study  Council  correspondence  regarding 

accreditation  of  HART  program  —  •• 

17.   Audit  of  A.C.T.  by  Barton  &  Gordon  CPA  lirm.  dated  ^ 

18  Materiata'submitted  by  Robert  B.  Knutson  and  M'O'am 

L   Drucker.   Education   Management   Corporation.  ^  m 

19  Ma^^ubtmft^'byCarl  'E:"i^n7mi^rPara]e. 

gal  Institute.  New  York.,  NY.  entitled  '  o  Reasons  Why 
Proprietary  Schools  Fail  in  Their  Mission  ...^  

20.  Article  submitted  by  David  H.  Stockham.  Director  Stu- 

dent Financial  Aid.  University  of  Kentucky,  entitled. 

'Common  Sense  and  Stafford  Loan  Defaults   

21.  Letter  to  Senator  Nunn  from  Stephen  Dougherty  hxecu- 

live  Director.  Georgia  Student  Finance  tommmaion 

22.  Letter  to  Senator  Nunn  with »mate^  submitted  for  the  4?g 

record,  from  Martin  R  Madsen.  CPA.  Chandler.  AZ.... ... 

23.  Letter  to  Senator  Nunn  from  Dr  .Samuel  M.  Kipp  M. 

Executive  Director.  California  Student  Aid  Commis-  ^  4gg 

aion.  Sacramento.  CA  ••••••  •■  ■■■■ ""Xl^ZZ'a " 

24  Utter  to  Senator  Nunn  from  Mike  Barnett.  Georgia 
House  of  Representatives  .  ■   — 

25.   Book.  "Getting  Skilled.  Getting  Ahe*d.  Your  Guide  for 
Choosing  a  Career  and  a  Private  Career  School. 
James  R.  Myers.  Ph  D ,  and  Elizabeth  Werner  Scott^ 
M.A.  Peterson's  Guides.  Princeton.  New  Jersev  The 
National  Association  of  Trade  and  Technical  Schools 

IQgQ   

26  Report'.'''::Un'fair'"'at  Any  Price:  Welfare  Recipients  at 
New  York  Proprietary  Schools.  New  York  Interface 
Development  Project  Inc..  February  28.  1989  


9 

ERIC 


V 


pYWTnITo  Introduce      Appear*  on 

JuiAttiot  1  o  ,w  page 

27.  U.S.  Department  of  Education.  Office  of  Student  Finan- 

cial Assistance  Division  of  Audit  and  Program  Review. 
Institutional  Review  Branch,  Federal  Student  Finan- 
cial Assistance  tTitle  IV)  Programs.  1990  Core  Items 
Guide   W2 

28.  Report.  "Private  Career  School  Facts".  Association  oi 

independent  Colleges  and  Schools.  October  1989   102 

29.  Report,  "Guaranteed  Student  Loan  Programs:  Limita- 

tion. Suspension  and  Termination. '  Pelavin  Associ- 
ates. Inc..  February  1990   102 

Report.  "An  Analysis  of  Lender  Default  Rates  m  the 
Stafford  Loan  Programs."  Federal  Funds  information 

for  States.  June  1989.  with  Appendix   102 

HI.    Series  of  newspaper  articles  by  Ann  Hardie.  printed  in 
The   Atlanta    Constitution,    regarding   Student  aid 

abuses   102  492 

M.    Letter  to  Grace  McPhearson.  PSI.  from  Brian  Fitzgerald, 

Advisory  Committee  on  Student  Financial  Assistance  102  505 

Utter  to  Brian  Fitzgerald  from  'J race  McPhcanon  102  .">07 

*M*y  be  found  »n  She  file*  oi  the  Suborn rn>Ue* 


ERIC  < 


ABUSES  IN  FEDERAL  STUDENT  AID  PROGRAMS 


TUESDAY,  FEBRUARY  20,  1990 

U.S.  Senate, 
Permanent  Subcommittee  on  Investigations, 

Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9:05  a.m.,  in  room 
SD-342,  Lurksen  Senate  Office  Building,  Hon.  Sam  Nunn,  Chair- 
man of  the  Subcommittee,  presiding. 

Present:  Senators  Nunn,  Levm,  Kohl,  and  Koth 

Staff  Present:  Eteanore  J.  Hill,  Majority  Chief  Counsel;  Daniel  R 
Rinzel,  Minority  Chief  Counsel;  David  B.  Buckley,  Majority  Chief 
Investigator;  Cynthia  L.  Comstock,  Majority  Staff  Assistant;  Man 
Sweeney.  Majority  Staff  Assistant;  Grace  McPhearson  Majority  In- 
vestigator; Harold  Lippman,  Majonty  Investigator;  Kim  Wherry. 
Majority  Counsel;  Steve  Levin,  Minority  Counsel;  and  Carla 
Martin,  Minority  Assistant  Chief  Clerk. 

[Letter  of  authority  follows:]  y  g  Senate 

COMMITTEE  ON  GOVERNMENTAL  AFFAIRS. 

Washington.  IK . 

Pursuant  to  Rule  5  of  the  Rules  of  Procedure  of  the  ^^^^"^n^s 
mittee  on  Investigations  of  the  Committee  on  ^vernm ««^"^™£X!aS 
hereby  panted  for  the  Chairman,  or  any  Member  of  the  bubcommittw  as  des)RTiat 
ed  W  the  Chairman,  to  conduct  open  and/or  executive  session  fh/.™f^2nv 
quoruir.  of  two  members  for  the  administrate  ofj oaths  and  the 
in  connection  with  hearings  on  the  Abuses  tn  Federal  Student  Aid  Programs  to 
held  on  February  20  and  26. 1990. 

Sam  Nunn, 

Chairman. 
William  V.  Roth,  Jr.. 

Ranking  Minority  Member 

OPENING  STATEMENT  OF  SENATOR  NUNN 

Senator  Nunn.  The  Subcommittee  will  come  to  order. 

This  morning  the  Permanent  Subcommittee  on  Investigations 
begins  a  series  of  hearings  on  the  subject  of  Federal  student  aid 
programs.  Today  and  on  February  26,  the  Subcommittees  primary 
concern  will  be  the  Federal  student  loan  programs  which  have 
been  recently  identified  by  both  the  Office  of  Ma^mwrtMd 
Budget  and  the  General  Accounting  Office  as  high  risk  govern- 
ment programs  that  are  particularly  vulnerable  to  fraud,  waste 

^We^cannot  afford  to  ignore  this  type  of  warning  signal  from  both 
OMB  and  GAO,  given  the  astronomical  growth  not  only  ot  the  stu- 
dent loan  volume,  but  even  more  alarming,  defaults  on  these  loans 


in  recent  years.  In  1989,  the  Department  of  Education  administered 
$12  2  billion  in  borrowed  principal  for  guaranteed  student  loans, 
compared  to  $4.8  billion  in  1980.  Since  1983,  loan  volume  under  the 
program  has  risen  83  percent,  but  defaults  during  the  same  time 
Period  have  sprocketed,  climbing  by  an  astounding  338  percent. 

There  is  no  question  that  the  taxpayer  is  paying,  and  paying 
dearly,  for  the  defaults  under  the  program.  According  to  the  De- 
partment of  Education  the  government  paid  out  $1.98  bUlion  for 
defaulted  student  loans  in  1989.  The  Department  now  estimates 
that  does  to  another  $2  billion  in  Federal  student  loans  will  de- 
fault in  1990  alone.  That  is  $4  billion  m  two  years  lost  to  the  tax- 
payers, to  the  government,  to  the  treasury.  Today  the  amount  the 
Federal  Government  has  paid  in  default  claims  since  the  student 
loan  program  was  established  in  1965  stands  close  to  $10.5  billion. 
In  all  likelihood  the  amounts  are  going  to  grow  in  proportion  to 
that  in  years  to  come,  if  not  more,  unless  something  isjione. 

As  the  default  rate  continues  to  rise,  so  have  repc.  c.  misuse, 
abuse,  and  outright  fraud  in  the  student  loan  program.  For  exam- 
ple, as  I  believe  the  staff  will  report  this  morning,  federally  guar- 
anteed loans  have  been  given  to  students i  with  addresses  listed t  on 
the  form  as  "403  Can't  Read,"  another  address,  Unknown 
Avenue,"  and  another.  "506  P.M.  Street."  If  the  system  is j  relying 
on  that  type  of  information,  it  is  little  wonder  that  defaults  have 

8k8n^area  of  particular  concern  to  the  Department  of  Education's 
Inspector  General,  among  others,  has  been  alleged  misuse  o  the 
program  by  proprietary  for-profit  trade  schools.  The  General  Ac- 
counting Office  has  reported  that  proprietary  school  students  ac- 
counted for  22  percent  of  program  borrowers,  but  44  percent  of  de- 
faulter of  loanV  made  in  1983.  A  Department  of  Education  study 
in  1986  estimated  a  40  percent  default  rate  for  proprietary  school 
students,  and  I  strongly  suspect,  based  on  the  evidence  we  have  de- 
veloped thus  far,  it  is  going  to  be  worse  in  more  recent  years^ 

Let  me  say  at  the  outset  that  the  Subcommittee  recognizes  the 
very  real  need  for  quality  vocational  training  and  expertise  in  this 
country.  Many  trade  and  proprietary  schools  that  participate  m 
the  student  loan  program  are.  I  am  sure,  helping  many  Americans 
to  become  able  and  productive  members  of  the  job  force.  1  «ese  le- 
gitimate schools  are  not  our  focus  here  this  morning.  Their  purpose 
and  their  status  as  participants  in  the  student  loan  program  are 
not  being  questioned.  Unfortunately,  the  practices  of  some  unscru- 
pulous schools  have  created  a  cloud  of  distrust  around  the  entire 
private  for-profit  trade  school  industry.  These  are  the  schools  we 
will  be  focusing  on  today  and  in  the  future  hearings. 

The  Subcommittee's  investigation  is  focused  on  reports  that  as  a 
result  of  loopholes  in  the  laws  and  regulations,  the  lax  and  inad- 
equate oversight,  and  outright  fraud,  some  individuals  are  using 
the  student  loan  program  for  personal  profiteering  tc ,  the deter- 
ment of  the  students  for  whose  benefit  the  program  was  intended 
and  at  the  taxpayers'  expense.  As  the  staff  will  report  this  morn- 
ing, unwary  Americans  are  being  lured  into  socalled  educational 
schools  by  sophisticated  sales  pitches  that  offer  promises  of  bright 
futures,  high  paying  jobs  and  Federal  loans  for  financing. 
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<  In  fact,  the  students  often  end  up  with  little  or  no  training,  no 
job,  and  a  large  bill  to  repay  the  student  loan.  In  some  cases  the 
students  recognize  the  training  is  useless  and  they  withdraw 
midway  and  end  up  liable  for  the  entire  loan  while  the  school  oper- 
ators pocket  a  handsome  profit.  As  a  result,  the  student  is  worse 
on  than  ever,  often  defaults  on  the  loan,  and  the  American  taxpay- 
er ultimately  picks  up  the  tab. 

Just  a  few  examples.  In  Georgia-and  these  are  according  to 
recent  published  reports-m  Georgia,  a  school  charges  $4,800  for 

Jwi!Igi0r  J0b!  !J  a.  medicaJ  °F1(ie-  The  Kho°l  keePS  meticulous 
How-charts  on  student  loan  funds  but  carelessly  stores  medical  sy- 
ringes and  other  medical  supplies.  The  school's  reference  center 
has  only  a  handful  of  books,  while  the  telemarketing  room  has  75 
manned  phones  recruiting  low  income  students.  The  school's  owner 
openly  admits  he  bought  a  seven-student  school  in  Connecticut  so 
he  could  get  accreditation,  and  acceptance  in  the  student  aid  pro- 
gram for  the  Georgia  school. 

k  Jl0!"  j  ttIi  a2to  repair  scho°I  0P«rates  out  of  a  fruit  stand  but 
helps  students  finance  enrollment  through  Federal  student  loans. 

in  t  londa,  Spanish  speaking  students  are  encouraged  to  get  Fed- 
eral student  loans  for  courses  taught  only  in  English 

In  Texas  a  truck^riving  school  loses  its  accreditation  and  re- 
mains eligible  for  the  student  loan  program  by  associating  itself 
with  an  accredited  liberal  arts  college  in  Kansas.  Ninety  percent  of 

f»,!i ^  ?7^ng  8tu(!ents  receive  Federal  student  aid  with  a  de- 
fault rate  of  76  percent. 

l  Jo"  P0.U8ton.'  Texas,  a  school  sends  buses  and  recruiters  to  home- 
less shelters  m  Dallas,  San  Antonio  ard  New  Orleans.  The  recruit- 
ers speak  at  the  shelters  and  provide  the  residents  with  loan  appli- 
cation forms  and  enrollment  information.  Enrol  lees  return  to  the 
school  on  the  buses,  assured  that  they  will  receive  free  housing  and 
an  adequate  monthly  living  allowance.  Upon  enrollment,  the  stu- 
wl  ♦r?C?Ver,2?fu.  ass^ooma  Ia£*  equipment  rnd  the  instructors 
^iTHB0?  ^  I  aJeV>'  weeks  the  1{vin8  allowance  money  has 
run  out.  State  officials  discover  the  problem  when  a  local  food  bank 

2*£*ft  C°^la\n  -,about  the  infl«*  of  students  coming  from  the 
school  for  their  daily  noon  meal. 

.J^f**  are  a  few  examples  of  the  cases  the  Subcommittee  has 
come  across  during  the  course  of  this  investigation.  This  morning 
rlia7  EST*  nthe  Genera]  Accounting  Office  and  the  Inspector 
General  of  the  Department  of  Education  to  give  us  their  thought* 
£j£e  curr«nt.8tatU8  of  Federal  student  loan  programs,  JShpS 
ticular  emphasis  on  problems  in  the  proprietary  school  area. 

mnrf7inl\K  T  ftj*"10^  fr0m  «*  Subcommittee  staff  sum- 
2222*  f  results  of  their  investigation  on  this  issue.  Their  in- 
3 tlon.to  dat*  has  Jeen  an  alarming  one.  In  conducting  an 
Sfc^kJ82ew  Z{  the  stud2nt  ioan  program.  I  believe  they  wilftes- 
SLV,-A  •  ^h*I  ^ave  not  vet  fo«nd  a  single  aspect  of  the  program 
which  is,  m  their  view,  operating  effectively 

In  closing,  I  do  want  to  point  out  that  the  student  loan  program 
?o?? \u  new.area  of  inquiry  for  this  Subcommittee  Back  in 

I1L  Subcommittee  also  examined  the  Office  of  Education's 
management  of  the  loan  program,  the  default  issue,  and  the  un- 
scrupulous practices  of  some  trade  schools.  As  I  recall  the  testimo- 
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ny  though  the  dollar  and  loan  amounts  have  since  skyrocketed 
the  Sof  fraudulent  schemes  and  abuses  that  today  plague  the 
program  have  not  changed  an  awful  lot  since  1975.  . 

At  the  time,  Chairman  Henry  "Scoop"  Jackson  singled  out  the 
"unscrupulous  individuals  who  pray  on  unsuspecting  young  people 
aSd^SK  Federal  funds  into  financial  empire^'  through  abuse  of 
Z  SZt  loan  program.  Unfortunately,  and  despite  dj» m» 
legislation  and  regulations,  we  have  apparently  made  little 
pregreS i  ?n  combating  and  preventing  this  type  of  abuse  in  the  last 

l5As  we  all  know,  the  Federal  student  loan  program  was  originally 
designed  to  help  low  and  middle  income  students  receive  a  quality 
tSSSL TsSecLlized  training  and  eventually  a  secure  and  well- 
paying  job  It  was  clearly  never  intended  to  ensure  soaring  profits 
for  schools  whose  main  interest  and  expertise  seems  to  be  in  the 
mSESct  Federal  student  loans.  I  am  hopeful  that  these  hear- 
G?5ffl  he  p  to  educate  the  Subcommittee,  and  Particularly  the 
oversight  committees  of  the  House  and  Senate  that  direct  y  deal 
with  these  funds,  and  the  authorizing  and  appropriating  commit- 
tees  and  also  the  American  public,  not  only  on  the  extent  of  the 
problem  but  also  on  what  needs  to  be  done  to  stop  this  kind  of 

^anttoexprei  my  thanks  to  the  Ranking  Minority  Member. 
SenZ  V5h.  a'nd  members  of  the  Minority  staff  tetimrco^ 
tion  and  full  support  during  the  course -of  this  ^vest^at^  AtaU 
want  to  express  my  appreciation  and  that  ^J^Sub«^m»tteeto 
the  General  Accounting  Office  and  the  Inspector  General  e .Office 
of  the  Department  of  Education  for  the  assistance  they  have  given 
?he  Subcommittee  staff  in  preparation  for  these  "eanngsJVe  look 
forward  to  the  testimony  and  to  that  of  the  other  witnesses  during 
the  course  of  these  hearings. 
Senator  Kohl? 

OPENING  STATEMENT  OF  SENATOR  KOHL 

Senator  Kohl.  Thank  you.  Senator  Nunn  I  tc™™?**°?el?- 
your  willingness  and  the  energy  that  you  devote  to  hold i  these  hear 
ings  They  are  very,  very  important.  I  think  people  throughout  our 
country  are  conceded  about  what  happens  to  the  money  that  hey 
«nd  here  to  Washington,  whether  it  is  for  the  saving >  and [loan 
crisis,  or  the  student  loan  crisis.  There  are  tens  and  hundred  o 
billions  of  hilars  that  are  flowing  out  from  our  coffers.  The  Amen 
can  people  see  what  is  happening.  .  , 

Thisis  but  the  latest  crisis,  and  a  very  important  one.  And  the 
question  that  they  ask  themselves  is  for  what  reason  should [they 
be  sending  their  hard  earned  dollars  to  Washington  if  we  in  fact 
don't  know  how  to  manage  the  money  that  they  send  to  us.  Uhmk 
that  what  is  happening  with  respect  to  student  loans  is  J 
example  as  you  can  find  of  the  ways  m  which  we  here  m  Washing 
ton  don't  manage  the  taxpayers'  money.  So  this 
hearing  and  talking  about  a  very,  very  serious  problem  in  our  gov- 

St  a5  I  think  that  Senator  Nunn  is  doing  a  great  service  to 
the  country  in  holding  this  hearing  and  I  am  very  pleased  to  be 
here. 


[The  prepared  statement  of  Senator  Kohl  follows:] 

Prepared  Statement  op  Senator  Kohl 

1  appreciate  the  efforts  of  our  distinguished  Chairman.  Mr  Nunn.  in  calling  for 
these  hearings. 

A  number  of  studies  have  called  for  increased  technical  skills  of  our  nation's 
youth,  if  the  U.S  is  to  be  competitive  in  world  markets  in  the  1990s.  The  United 
States  needs  a  literate  and  technologically  trained  workforce. 

However,  while  there  is  a  growing  need  for  advanced  education,  especially  in  the 
trade  and  technical  areas,  and  in  vocational  education  programs,  there  also  is  a 
growing  problem  of  abuse  in  the  federally  financed  student  loan  programs. 

The  financial  resources  of  the  Federal  Government  are  limited,  and  we  in  Con- 
gress must  be  certain  that  these  resources  are  being  used  in  accordance  wtth  Con- 
gressional intent, 

Perhaps  eligibility  requirements  need  to  be  changed  in  some  student  loan  pro- 
grams. It  might  be  that  states  need  to  tighten  up  their  liceru  ng  programs  for  post* 
secondary  programs.  This  series  of  hearings  will  provide  m  the  information  neces- 
sary to  make  changes  that  might  be  needed  in  the  student  loan  programs. 

I  thank  the  Chairman  for  providing  us  with  an  opportunity  to  carefuliv  examine 
this  issue,  and  look  forward  to  hearing  the  testimony  from  those  who  have  been 
looking  into  this  matter  in  some  detail. 

Senator  Nunn.  Thank  you  very  much.  Senator  KohL 
Our  first  witness  this  morning,  from  the  General  Accounting 
Office,  is  Franklin  Frazier,  Director,  Education  and  Employment 
Issues,  Human  Resources  Division.  Mr.  Frazier  s  testimony  will  in- 
clude a  description  of  Federal  aid  available  to  students,  the  cost  of 
the  programs,  and  an  analysis  of  the  default  problem. 

Accompanying  Mr.  Frazier  are  Mr.  Joseph  J.  Eglin,  the  Assistant 
Director  for  Education  Issues,  and  Christopher  C.  Crissman,  Senior 
E  valuator. 

Gentlemen,  we  appreciate  you  being  here  this  morning  and  we 
look  forward  to  your  testimony.  We  swear  in  all  the  witnesses 
before  the  Subcommittee,  so  if  you  will  all  stand  and  hold  up  your 
right  hand.  Do  you  swear  the  testimony  you  give  will  be  the  truth, 
the  whole  truth  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Frazier.  I  do. 

Mr.  Eglin.  I  do. 

Mr  Crissman.  I  do. 

Senator  Nunn.  Thank  you.  Mr.  Frazier,  why  don't  you  lead  off 
and  give  us  your  background  here  in  this  overall  area. 

TESTIMONY  OF  FRANKLIN  FRAZIER,  DIRECTOR.  EDUCATION 
AND  EMPLOYMENT  ISSUES,  HUMAN  RESOURCES  DIVISION.  U.S. 
GENERAL  ACCOUNTING  OFFICE,1  ACCOMPANIED  BY  JOSEPH  J. 
EGLIN,  ASSISTANT  DIRECTOR  FOR  EDUCATION  ISSUES.  AND 
CHRISTOPHER  C.  CRISSMAN,  SENIOR  EVALUATOR 

Mr.  Frazier.  Mr.  Chairman.  Senator  Kohl,  we  are  pleased  to  be 
here  today  to  discuss  the  Stafford  Student  Loan  Program.  The  stu- 
dent loan  program  is  a  very  important  program  to  the  future  work 
force  of  our  Nation.  However,  the  student  loan  program  has  come 
under  great  scrutiny  in  recent  time,  mainlv  because  of  the  high  de- 
fault rate.  I  am  going  to  provide  some  information  about  how  the 
program  works.  Then  we  will  talk  about  the  growth  in  the  student 
loans  and  defaults,  and  then  we  will  talk  about  some  GAO  recom- 
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mendations  and  some  legislative  and  regulatory  changes  designed 

^^Staflbrd K^pTogram  makes  three  kinds  of  loans.  Firs^it 
make;  Stafford  loans'.  The  Stafford  loans,  are  the  old ^  Guaranty 
Student  Loans,  they  have  been  around  since  1965.lt  also  makes 
Supplemental  Loans  for  Students,  normally  referred  to  as  SLS 
loaVis.  The  third  kind  of  loan  it  makes  is  Parents  Loans  for  Under 
graduate  Students,  normally  referred  to  as  PLUS  loans. 

Stafford  loans  are  low  interest  loans-currently  8  P^rcent-tha 
are  made  on  the  basis  of  financial  need.  The  FederaJ .Goverm «en 
navs  interest  on  the  loan  while  the  students  are  in  school.  The  stu- 
&  generally  begin  repayment  within  6  months  l«j«ng 
school  SLS  and  PLUS  loans  are  not  based  on  financial  need.  Inter- 
varl  annually,  they  currently  run  about  12  percentJ ftrth 
SLS  and  PLUS  loans  can  provide  assistance  up  to  p.OW.  Kepay 
ment  on  SLS  and  PLUS  loans  start  for  the  principal  and  the  inter- 
est generally  60  days  after  the  loan  is  made. 

In  1989,  the  Stafford  loan  program  made  over  4  million  loans  in 
the  amount  of  about  $12  billion.  The  Stafford  Program  aco^te  for 
about  54  percent  of  the  student  aid  provided  by  the  Department  of 
Education.  Both  public  and  private  ^^onda^/"hp^  JgJS 
pate  in  the  program.  Each  loan  is  insured  by  one  of  the  55  state^ or 
nonprofit  guaranty  agencies.  Guaranty  agencies  *™J^£"*££ 
percent  on  each  loan  for  an  insurance  premium.  Guaranty  agencies 
Surse  lenders  for  100  percent  of  defaulted  loans.  And  the  guar- 
anty agencies  also  serve  as  lenders  of  last  resort. 

The  Department  of  Education  administers  the  program  It  rein- 
sures the^aranty  agencies  for  100  percent  of  defaulted Moans, 
except  in  those  cases  where  the  guaranty  agency  default  rate  ex 
ceeds  5  percent  of  the  amount  of  outstanding  Joans  it  guaranteed 
the  previous  fiscal  year.  The  P-rartment  of  Education  also  makes 
ntere^  patients  to  lenders  for  Stafford  loan  borrowers  while  they 


^ow8!  would  like  to  direct  your  attention  to  our  board  1  for  dis- 
cussions on  the  growth  in  loans,  on  defaults,  and  program  cost*. 
First,  Mr.  Chairman,  as  you  have  noted  volume  m  Stafford  loans 
has  grown  tremendously  over  the  past  6  years.  Overall  the  pro- 
grain  has  grown  83  percent,  as  you  have  noted.  Most  of  this  growth 
£me  in  the  Stafford  loans.  The  Stafford  loans  make  up  the  largest 

volume  of  loans.  These  are  the  needs-based  loans    . 

PLUS  loans  and  SLS  loans  are  relatively  new.  The  numbers  that 
you  see  on  the  board,  while  they  are  greater  are  an  indication t  o! 
the  tremendous  growth.  However,  because  of  their  newness  I  think 
that  the  numbers  are  somewhat  misleading.  _  , , 

Now,  we  have  mentioned  that  the  volume  has  grown.*  We  would 
expect  that  also  that  defaults  may  grow,  but  the  default  rate  has 
exceeded  the  volume  rate  by  a  large  number  Total  Program 
growth  for  defaults  is  about  338  percent.  Again  the ^largest g^w* 
occurred  in  the  Stafford  loans.  In  summary,  while  the  volume  has 
grown  83  percent,  defaults  have  grown  338  percent. 


'  See  chart  on  p  7  of  Mr.  Franers  prepared  statement 
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Today  defaults  make  up  quite  a  bit  of  program  costs,*  If  you 
would  focus,  Mr.  Chairman,  on  the  top  line,  that  is  program  costs 
as  far  as  the  interest  subsidy  is  concerned.  And  as  you  can  see,  that 
cost — as  a  percent  of  total  costs — is  declining.  That  is  mainly  be- 
cause the  interest  rate  in  the  country  has  been  going  down  over 
the  last  few  years. 

The  thick  line  that  is  up  in  the  middle  represents  the  growth  in 
default  costs.  That  growth,  in  terms  of  program  costs,  has  gone 
from  approximately  10  percent  back  in  1980  to  currently  about  36 
percent  of  program  costs. 

In  1989  we  reported  that  proprietary  schools  accounted  for  22 
percent  of  all  loans,  but  they  also  accounted  for  44  percent  of  all 
defaults.  Studies  by  the  Department  of  Education  in  1986  and  1987 
also  indicate  that  the  default  rate  at  proprietary  schools  is  signifi- 
cantly higher  than  for  other  kinds  of  schools  that  participate  in  the 
Stafford  program. 

1  have  attached  to  my  statement  a  list  of  our  reports  on  student 
financial  aid.  These  reports  contain  several  recommendations  that 
could  improve  the  program  and  reduce  the  default  rate.  Some  of 
our  recommendations  have  been  adopted  by  the  Congress  and  the 
Department.  For  example,  actions  have  been  taken  to  standardize 
schools  policies  on  refunding  tuition  and  fees,  and  to  delay  loan 
disbursements  to  schools  and  students  until  30  days  after  enroll- 
ment and  an  indication  of  satisfactory  progress.  However,  our  rec- 
ommendations regarding  risk  sharing  by  lenders  and  guaranty 
agencies  have  not  been  adopted. 

Loan  consolidation  and  denial  of  loans  tc  students  attending 
schools  with  default  rates  over  30  percent  are  2  recent  actions 
taken  by  the  Congress  that  could  reduce  the  default  rates,  The  De- 
partment has  recently  published  regulations  that  address  the  de- 
fault problem.  For  example,  requiring  schools  with  default  rates 
over  20  percent  to  establish  a  default  management  plan  is  a  major 
initiative  of  the  Department. 

Mr.  Chairman,  that  concludes  the  summary  of  my  statement.  I 
have  a  full  statement  for  the  record.  My  colleagues  and  I  will  be 
glad  to  answer  your  questions  at  tins  time. 

Senator  Nunn.  Are  either  of  your  colleagues  going  to  have  any 
statement  this  morning? 

Mr.  Frazier,  No,  sir. 

Senator  Nunn.  Would  you  go  back  over,  just  briefly,  the  recom- 
mendations that  you  have  made  that  have  not  been  implemented 
by  the  Congress  or  by  the  administration? 

Mr.  Frazier.  Yes,  sir.  On  page  13  of  my  full  statement,  Mr. 
Chairman,  we  have  listed  the  recommendations  that  we  thought 
were  the  highest  priorities  in  terms  of  making  a  difference  for  re- 
ducing defaults. 

First,  we  thought  we  should  standardize  the  policies  for  refund- 
ing tuition  and  fees  to  students  who  failed  to  complete  enrollment. 
That  action  has  been  taken.  We  thought  that  loan  disbursements 
to  students  in  schools  for  some  periods  after  class  began  should  be 
adopted,  and  that  way  we  don't  have  people  enrolling,  getting  the 


1  Stt»  i*hari  on  p  ;»» «>t  Mr  Kr:t/ii«r  -  (»rt-i>;*re<i  *tat**m«»rtt 


14 


8 


loan,  and  attending  school  for  a  day  or  2,  and  then  get  stuck  with  a 
large  loan  to  repay  in  the  future.  *u 

We  made  a  recommendation  that  lenders  should  share  in  the 
cost  of  defaults.  Right  now  lenders  get  300  percent  reimbursement 
on  defaults.  They  are  basically  risk  free.  We  thought  we  should  in- 
crease the  guaranty  agencies  default  risk,  or  restructure  the  way 
in  which  they  share  this  risk.  Thk  action  has  not  been  taken. 

And  then  the  last  one  that  we  talked  about,  we  should  require 
the  guaranty  agency  to  share  ah  default  cost  payments  on  rein- 
sured loans  with  the  Department  of  Education. 

Senator  Nunn.  How  much  of  this,  in  general  terms,  is  related  to 
changes  in  the  law  that  need  to  be  made  and  how  much  oi  it  is 
simply  understaffing  in  terms  of  Federal  oversight? 

Mr  Frazier.  I  think  that  in  terms  of  risk  sharing,  you  would 
have  to  make  a  change  in  legislation.  Right  now  the  Department  js 
pretty  much  running  the  program  as  designed  by  the  legislation. 
Senator  Nunn.  The  guaranty  agencies  have  no  risk  now,' 
Mr.  Frazier.  The  guaranty  agencies  have  very  little  risk,  uie 
guaranty  agencies  right  now  get  100  percent,  reimbursement.  I  he 
Snly  time  that  that  is  not  correct  is  that  if  the  guaranty  agency  s 
default  rate  exceeds  the  trigger,  which  is  5  percent  of  their  princi- 
pal loan  balance  for  the  previous  fiscal  year. 

!3enator  Nunn.  What  then  is  the  function  that  the  guaranty 
agency  performs?  What  is  it  that  the  guaranty  agency  does  for  the 
Government?  ,    .  , 

Mr.  Frazier.  Well,  the  guaranty  agencies  basically  have  a  re- 
sponsibility to  they  oversee  that  the  lenders  do  something  that  is 
referred  to  as  due  diligence  in  servicing  loans  to  prevent  their  de- 
fault. That  is  one  of  their  responsibilities. 

Senator  Nunn.  But  if  they  have  no  risk  at  all,  what  incentive  do 
they  have  to  perform  that  effectively? 

Mr.  Frazier.  Well,  Mr.  Chairman,  that  question  is  on  the  sense 
of  what  we  are  recommending.  There  needs  to  be  more  risk  sharing 
for  the  purpose  of  giving  greater  incentives  for  the  guaranty  agen- 
cies, as  well  as  the  lenders,  to  make  good  loans,  to  be  careful  about 
the  type  of  loans  that  they  make.  , 
Senator  Nunn.  Do  the  banks  that  make  the  loans  have  much 

risk? 

Mr.  Frazier.  No,  sir,  the  banks  have  little  risk.  They  are  fully 
insured  for  the  loans.  .  ,       ,  , 

Senator  Nunn.  Well,  if  you  have  got  neither  the  guarantee  agen- 
cies or  the  banks  having  any  risk,  or  virtually  no  risk,  what  tunc- 
tion  are  they  serving,  as  opposed  to  having  the  federal  Govern- 
ment simply  make  the  loans  themselves?  It  is  purely  an  adminis- 
trative function?  It  is  purely  processing  the  paperwork? 

Mr.  Frazier.  Principally,  I  believe  that  servicing  the  loan  is  the 
main  function  that  the  lenders  are  serving  for  the  Government. 
They  are  making  the  loan,  servicing  the  loan,  trying  to  collect  on 
the  loan,  et  cetera.  ,  , 

Mr.  Egun.  I  believe  the  guaranty  agencies  were  established  to 
solve  another  problem.  That  was  the  problem  with  the  Department 
of  Education  in  administering  the  old  Federal  Insured  btudent 
Loan  program  and  the  old  direct  loan  program.  And  the  intent  was 
that  if  we  had  organizations  closer  to  the  schools,  closer  to  the 
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lenders  and  the  students,  that  the  program  would  be  more  accessi- 
ble to  those  students  that  had  a  need.  These  guaranty  agencies 
could  then  take  the  administrative  role,  make  the  Department  ol 

^Se^ata?  Nunn.  Well,  it  is  the  administrative  burden  that  they 
are  bearing?  ,  .  , 

Mr.  Frazier.  The  administrative  burden  and,  as  1  mentioned  ear- 
lier in  my  testimony,  they  do  serve  as  the  lender  of  last  resort. 

Senator  Nunn.  What  was  the  original  purpose  of  the  guarantee 
agencies  in  the  sense  of  risk?  Was  it  envisioned  from  the  beginning 
of  the  program  that  they  would  have  no  risk,  or  that  they  would 
have  some  risk?  The  same  question  for  the  banks. 

Mr  Eg lin.  I  believe  initially  the  guaranty  agencies  were  de- 
signed to  share  risk  in  the  defaults  and  in  the  cost  of  the  program. 
When  the  program  was  initially  established,  few  states  came  for- 
ward to  establish  guaranty  agencies  or  to  pick  up  on  that  responsi- 
bility Over  the  years  the  Federal  Government  has  established 
more  Federal  sharing.  The  Federal  Government  has  taken  more  of 
the  risk  and  more  of  the  cost  than  was  initially  envisioned,  by  pro- 
viding incentives  like  Federal  advances  to  guaranty  agencies  to  get 
them  started  with  seed  money  so  they  could  pay  default  claims  and 

such.  .  .      .  . 

And  we  shared  in  some  of  these  expenses  m  giving  the  guaranty 
agencies  an  administrative  cost  allowance. 

Senator  Nunn.  Wasn't  the  original  plan  to  b-  ng  the  lender,  the 
student  and  the  guarantee  agency  together  to  p^mote  the  most  ef- 
ficient interchange  among  them?  Wasn't  that  what  was  supposed 

to  be  the  plan?  e 

Mr.  Frazieh.  Well,  we  believe  that  was  generally  some  of  the 
thoughts  that  initially  went  into  the  program.  However,  I  think 
that  the  key  question  for  a  partnership  is  sharing  the  risk,  night 
now  the  Federal  Government  is  basically  bearing  the  responsibility 
for  defaulted  loans.  .  .    ,  .  ,  « 

Mr.  Chairman,  what  I  am  saying  is  that  the  original  intent,  m 
terms  of  making  a  partnership,  or  the  key  to  having  a  partnership, 
is  risk  sharing.  Even  if  we  were  to  live  basically  in  the  same  city  or 
same  neighborhood  and  we  don't  share  in  the  risk  for  these  de- 
faulted loans,  we  just  don't  believe  that  that  makes  much  differ- 
ence for  our  living  in  the  same  area. 

Senator  Nunn.  If  there  are  no  risks  borne  by  the  guaranty  agen- 
cies, what  is  the  penalty  for  bad  performance? 

Mr.  Frazier.  Right  now,  sir,  what  happens  to  the  guaranty 
agency  is  that  if  you  take  their  principal  loans  guaranteed  for  the 
previous  fiscal  year,  then  go  along  during  the  next  fiscal  year  until 
their  default  rate  hits  5  percent,  they  get  90  percent  money  on 
whatever  claims  they  file  with  the  Federal  Government.  However, 
thic  usually  does  not  happen  until  at  the  end  of  the  year  when  the 
agency's  default  rate  hits  the  5  percent  trigger. 

Senator  Nunn.  How  often  does  that  happen? 

Mr.  Crissman.  In  fiscal  year  1989,  Mr.  Chairman,  the  average 
amount  paid  to  all  guaranty  agencies  for  default  claims  that  were 
submitted  was  about  a  little  over  95  percent.  There  are  cases  where 
some  of  the  agencies— I  think  in  1989  there  were  about  12  agen- 
cies—that hit  the  90  percent  trigger,  and  4  of  thosp  I  think  subse- 
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ouently  hit  the  80  percent  trigger.  So  if  you  ggdon" 
3bey  probably  said  that  we  assumed  some  of  that  risk  basea  on 

"flut"^ a  '  o^of^ses.  what  happens  in  the  way  that  m«haniam 
™,,v«  i»  that  the  Steer  usuaUy  happens  in  the  latter  part  of  the 
W  yea?From  thaf£>int  on^hey^ceive  a  lesser; amount  he 

Ken  sa  «sr  i«  xz. %  a35S 

comes  towards  the  end  of  the  fiscal  year.  oercent  of 

SSmTthafwere  made-where  they  did  not  get  remsured-as  was 

^  wL?No4  Does  the  Department  of  Education  have  the  au- 
tho^mteX  l^to  terminaS^e  guarantee  agency's  relatum- 

^Gu^^U  an  agreement-the  Sec^yofBd^ 

called  subrogation.  That  means  that  any  time  the  Tfiov- 
SXnS  that!  euaranty  agency  is  not  protecting  the ?™erf^- 

F  Lasf  y^thT^Partment  sent  letters  to  the  guaranty  agencies 
asS  ffth? ageSte  send  it  older  ^—^^^2 
Btlelctivity  fof  a  number  of  years,  or  ffe^S  7^ 
of  limitations.  What  the  Department  wanted  to  do  was  take  tnose 

accounts  and  try  to  work  them  itself.   „^„t<*>  «<«»ncv 

Sector  Nuhn.  What  about  ^PO^^L^f^^  ^ 
in  collecting  defaulted  loans,  what  is  their  role  there? 

fS»T~MAi*  Goimr  back  to  risk,  both  lenders  and  guarantors 
ha^ve^r^p^vfst^  mandated  by  regulations 

D^p!uSnPt1StPlay  out^rtoin  ^^^LT^  oradl 
jniarantor  to  follow  in  collecting  either  a  delinquent  loan  ur  u  w- 

review  a  ^PTe  of  guaranty  agency  claims.  They  would  look  * 
wSer  those  five  particular  steps  were  performed,  and  performed 

"Mfre^bu^  the  guaranty 

get  to  kSp^nSStSO  percent  of  any  l^ymente.thevcoUect  from 

S  «  WefMo^  «^  requires  that 
welto  lUS  m^t  now  seek  some  type  of  employment  or  re- 
SveedSonal  training  to  become  more  employable. 

1*  7ou  beUeve  that  this  legislation  wdl  have  an  effect  on  the 
proprietary  schools  and  tho  student  loan  enrollment  as  well  as  tne 
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default  rate?  I  will  ask  that.  Mr.  Frazier,  of  you.  If  any  of  your  col- 
leagues want  to  respond,  you  just  field  the  questions. 

Mr  Frazier.  All  right  sir.  We  believe  that  there  is  a  potential 
for  the  Welfare  Reform  Act  of  1988  to  put  some  upward  pressures 
on  the  guaranteed  student  loan  program,  mainly  because  a  lot  of 
the  people  that  we  are  talking  about  are  looking  for  short-term 
training  and  that  sort  of  thing. 

However,  there  is  a  little  bit  of  a  difference  here  with  the  Wel- 
fare Reform  Act,  mainly  because  the  states  put  in  the  money,  or 
part  of  the  money,  and  we  believe  that  the  states  might  be  a  little 
bit  more  diligent  about  selecting  the  kinds  of  schools  that  the  wel- 
fare recipients  can  get  some  good  out  of,  and  possibly  get  some  jobs 
out  of.  , 

So  while  I  think  that  it  does  have  the  potential  to  increase  the 
number  of  customers,  we  also  think  that  there  is  more  of  a  part- 
nership in  terms  of  the  states  to  make  sure  that  the  welfare  recipi- 
ents are  getting  into  schools  that  they  can  get  a  ski!1 

Senator  Nunn.  What  incentives  do  the  states  have  to  pay  much 
attention  to  the  accreditation  process  as  far  as  Federal  student 
loans  are  concerned?  Why  does  it  matter  to  them  if  school  A 
teaches  anything  or  not  if  the  Federal  Government  is  the  only  one 
losing  the  money? 

Mr.  Eglin.  You  are  talking  in  general  now,  not  just  about  the 
Welfare  Reform  Act? 

Senator  Nunn.  I'm  talking  in  general,  yes. 

Mr.  Eglin.  In  general,  I  think  that  right  now  the  states  lenders, 
as  was  brought  out  earlier,  really  don't  have  much  of  a  risk  as  long 
as  they  carry  out  their  responsibilities  in  making  and  servicing  and 
collecting  on  the  loans.  They  are  going  to  get  their  default  pay- 
ments. So  from  the  standpoint  of  a  taxpayers'  point  of  view  m  the 
states,  and  the  lenders  point  of  view,  they  are  going  to  be  made 

There  is  a  certain  risk  to  the  guaranty  agencies,  which  in  many 
cases  are  state  agencies.  But  the  main  problem  is  that  the  Federal 
Government  is  the  one  that  is  writing  the  check. 

Senator  Nunn.  I  am  specifically  talking  about  accreditation  now. 
Aren't  the  proprietary  schools  accredited  oy  the  state? 

Mr.  Eg un.  I  was  going  to  get  into  that.  The  proprietary  schools 
are  generally  not  accredited  by  the  states. 

Senator  Nunn.  Licensed. 

Mr.  Eglin.  They  may  be  licensed,  that's  correct.  There  is  a  li- 
censing function,  but  that  has  not  been  too  effective,  and  not  all 
proprietary  schools,  depending  on  what  they  are  teaching,  are  sub- 
ject to  a  licensing  requirement. 

Mr.  Frazier.  Mr.  Chairman,  also,  one  of  the  things  that  is  high 
on  our  list  to  study  in  the  very  near  future  is  looking  at  the  whole 
accreditation  process,  how  that  takes  place,  the  licensing  process, 
and  that  sort  of  thing. 

Senator  Nunn.  Do  you  have  any  recommendations  now  on  thatr 
Can  the  Federal  Government  continue  to  allow  other  people  to  do 
the  licensing  and  accrediting  when  the  Federal  Government  is  basi- 
cally paying  the  bill  and  when  you  have  got  the  kind  of  abuse  that 
we  are  going  to  have  demonstrated  here  today  and  in  next  week  s 
hearing? 
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Mr.  Frazier.  Right  now  we  don't  know  of  any  Federal  rules  for 
accreditation,  and  like  I  said,  that  is  one  of1  the  topics  that  we  are 
going  to  be  studying  here. 

Senator  Nunn.  What  is  your  time  frame  on  that? 

Mr.  Frazier.  Well,  I  think  that  we  will  probably  be  able  to  start 
that  job  in  the  March  time  frame.  And  generally  it  takes  ue  about 
a  year  or  so  to  do  a  job,  so  we  are  talking  about  nex.  spring  before 
we  could  deliver  something  on  it. 

Now,  of  course,  we  could  come  up  and  talk  to  you  in  the  interim 
about  it.  Where  we  would  have  more  information  in  terms  of  a 
GAO  report,  it  takes  about  12  months  to  do  it. 

Senator  Nunn.  Thank  you.  Senator  Roth. 

Senator  Roth.  Mr.  Chairman,  I  have  an  opening  statement.  I  will 
not  read  it  at  this  time,  although  1  would  ask  that  it  be  included  in 
the  record. 

Senator  Nunn.  Without  objection. 

[The  opening  statement  of  Senator  Roth  follows:] 


Thank  you,  Mr.  Chairman.  Federally  guaranteed  student  loan  programs  are 
among  our  government's  most  rewarding  investments,  producing  nuyor  dividends 
through  the  development  of  our  nation's  most  valuable  resource — our  young  people. 
For  that  reason,  the  problems  we  will  be  examining  in  this  series  of  hearings  take 
on  added  importance  because  of  their  long-range  implications  for  our  nation's 
future. 

Mr.  Chairman,  I  want  to  take  this  opportunity  to  commend  you,  personally,  for 
yQl"  longstanding  interest  and  continued  involvement  in  working  to  uncover  the 
problems  in  this  area  and  trying  to  develop  solutions  to  those  problems.  I  recall  the 
hearings  you  presided  over  in  1975,  when  this  Subcommittee  examined  this  same 
topic  and  found  similar  problems,  only  on  a  smaller  scale.  I  believe  I  speak  for  mv 
colleagues  and  for  the  American  people  in  applauding  your  leadership  in  having 
this  Subcommittee  revisit  this  still  troubled  area  through  this  series  of  hearings. 

In  these  initial  hearings,  we  will  hear  horror  stories  of  individuals  who  operate 
proprietary  schools  under  the  guise  of  being  educators  but  are  motivated  only  by 
greed.  These  individuals  prey  upon  federal  student  loan  funds  and  the  futures  of 
uMuspecting  young  people.  We  cannot  afford  to  sacrifice  either  of  those  resources. 

Proprietary  schools  play  a  role  in  providing  our  young  people  with  the  level  of 
training  necessary  to  guarantee  a  competitive  workforce,  something  we  must  have 
m  order  to  meet  the  challenges  created  by  rapidly  changing  technology  and  the  in- 
creasingly competitive  world  economy.  Many  of  these  schools  undoubtedly  do  a  fine 
job  in  meeting  that  tough  challenge.  However,  there  are  others  for  whom  the  only 
challenge  is  bilking  the  federal  treasury  and  hoodwinking  young  people  trying  to 
better  themselves.  These  unscrupulous  operators  contribute  significantly  to  the  stu- 
dent loan  default  problem.  Education  Secretary  Cavazos  reported  that  defaults  are 
disproportionately  concentrated  in  proprietary  schools,  which  have  default  rates 
that  are  twice  that  of  two-year  institutions  and  four  times  the  rate  of  four-year 
schools. 

During  these  hearings,  we  will  hear  about  the  means  by  which  these  schemes  are 
run— padding  the  length  of  courses  to  increase  tuition  costs,  intentionally  enrolling 
students  who  cannot  possibly  benefit  from  these  courses  and  who  ultimately  drop 
out  and  default  on  their  student  loans,  and  failing  to  make  required  refunds  of  fed- 
erally funded  tuition  after  these  students  dropped  out.  Rather  than  allowing  these 
young  people  to  improve  themselves,  these  schools  actually  leave  these  students  in  a 
worse  position  than  when  they  started.  Because  of  the  deceptive  practices  of  such 
schools,  these  students  have  to  pay  for  an  education  they  never  received. 

Lacking  proper  training,  these  young  people  are  not  able  to  get  jobs  by  which 
they  can  repay  these  federally  guaranteed  loans  and  thus  suffer  the  added  humilia- 
tion of  seeing  their  credit  ratings  destroyed  in  the  process.  Ultimately,  then,  it  is  the 
American  taxpayer  who  bears  the  cost  of  these  scams. 

Mr.  Chairman,  I  want  to  commend  you  and  your  staff  for  their  outstanding  work 
in  exploring  and  exposing  this  scandalous  state  of  affairs.  We  need  to  know  not  just 
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what  has  happened,  but  how  we  can  keep  it  from  happening  again.  What  went 
wrong  with  the  auditing  proem  which  allowed  these  situations  to  develop? 

The  Department  of  Education,  first  under  Secretary  Bennett  and  now  under  Sec- 
retary Cavazos,  hat  undertaken  to  confront  this  problem  with  its  recent  "Student 
Loan  Default  Reduction  Initiative1'  However,  legislative  action  is  also  required  to 
give  the  Department  authority  to  take  certain  actions.  The  Senate  has  just  passed 
the  Educational  Excellence  Act,  which  includes  several  provisions  addressing  the  de- 
fault problem.  These  include  restricting  a  schools  recruitment  and  admissions  ac- 
tivities to  salaried  employees  or  volunteers,  prohibiting  the  use  of  independent  con- 
tractors; and  requiring  a  borrower  to  provide  a  driver's  license  number  and  name 
and  address  of  next  of  kin  when  applying  for  a  student  loan.  We  must  continue  to 
work  to  enact  these  essential  remedial  measures  into  law. 

We  cannot  afford  for  this  situation  to  continue.  We  cannot  sacrifice  the  futures  of 
our  young  people  and  we  cannot  tolerate  the  waste  of  government  funds.  Neither 
can  do  anything  but  hurt  our  nation's  future.  Mr.  Chairman,  I  commend  you  and 
your  staff  for  declaring  '  open  season"  on  these  charlatans.  As  usuai,  you  are  right 
on  target 

Senator  Roth.  First  of  all,  I  want  to  congratulate  you  for  your 
long-standing  interest  in  this  problem.  I  think  you  first  began  to 
look  into  this  matter  as  far  back  as  1975.  But  as  we  learn  in  Wash- 
in|jton,  no  problem  ever  goes  away,  it  seems  to  just  get  more  com- 
plicated. 

As  I  listen  to  the  testimony  today,  the  one  thing  that  particular- 
ly strikes  me  is  that  there  seems  to  be  somewhat  of  a  pattern  in 
government  programs.  I  sat  through  the  hearings  on  savings  and 
loans,  and  the  problem  there  seemed  to  be  that  we  made  it  possi- 
ble, through  our  guaranteeing  of  deposits,  for  those  that  are  less 
than  scrupulous  to  use  that  money  without  risk  for  their  own  pur- 
pose* Ana  the  depositor,  of  course,  wasn't  concerned  because  he 
was  protected  by  the  Federal  Government. 

In  a  way  it  seems  to  me  we  are  running  into  that  kind  of  a  prob- 
lem here,  Mr.  Chairman;  that  by  guaranteeing  these  payments,  we 
are  providing  the  opportunity  for  those  that  are  unscrupulous  and 
not  motivated  by  the  best  of  intentions,  to  use  these  programs  as  a 
means  of  draining  off  money  from  the  U.S.  Treasury. 

This  concerns  me  from  the  point  of  view  of  efficient  government 
operations.  Are  we  somehow  creating  programs  with  the  best  of  in- 
tentions, and  I  can't  think  of  anything  more  important  than  some 
kind  of  a  student  loan  program  to  help  ensure  our  young  people 
have  the  opportunity  of  worthwhile  training,  but  somehow  in  our 
creations  overlooking  that  these  programs  can  be  utilized  by  un- 
scrupulous people  for  personal  gain. 

So  I  congratulate  you  for  holding  these  hearings,  because  I  think 
this  is  a  very  disturbing  story,  both  from  the  standpoint  of  the  cost 
to  the  Government,  but  even  more  important  is  the  fact  that  these 
young  people,  with  the  best  of  intentions  to  get  some  training,  find 
out  even  if  th*  '  do  go  to  one  of  these  proprietary  schools,  that  it 
really  isn't  equipping  them  for  worthwhile  jobs. 

So,  again,  1  congratulate  you  and  Eleanore  Hill  and  the  staff  for, 
I  think,  digging  into  a  problem  of  tremendous  importance  to  this 
Nation. 

Senator  Nunn.  Thank  you  Senator  Both.  We  have  been  down 
this  road  before.  There  were  all  sorts  of  recommendations  made 
back  in  1975  and  1976  when  Senator  Jackson  was  head  of  this  Sub- 
committee, and  a  number  of  those  have  been  implemented.  But  it 
seems  that  the  same  problems  we  were  hearing  back  then  are  right 
back  now. 
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Senator  Roth,  I  have  already,  before  you  arrived,  thanked  you 
and  vour  staff  for  your  splendid  cooperation.  We  appreciate  it  very 
much. 

Senator  Roth.  Thank  you,  Mr.  Chairman. 

Senator  Nunn.  Senator  Kohl. 

Senator  Kohl.  Thank  you,  Mr.  Chairman. 

Mr.  Frazier,  to  what  extent  is  it  true  that  students  oftentimes  do 
not  even  need  a  high  school  diploma  to  qualify  for  a  secondary 
loan? 

Mr.  Frazier.  Well,  I  don't  have  figures  at  the  moment  Senator 
Kohl,  on  exactly  the  magnitude  of  that  problem.  However,  there  is 
a  provision  that  allows  students  without  a  high  school  education  or 
without  a  GED  to  participate  in  the  program,  and  it  is  generally 
referred  to  as  the  44 Ability  to  Benefit"  provision 

And  we  do  know  that  that  occurs  quite  a  bit.  People  who  are  ad- 
mitted to  the  program  are  granted  loans  on  the  basis  of  ability  to 
benefit.  Now,  I  think  that  we  would  have  to  get  this  number  for 
you,  unless  one  of  my  colleagues  has  an  exact  number.  I  don't  be- 


Mr.  Crissman.  One  of  the  things,  Senator,  that  took  place  in  De- 
cember 1989  is  that  the  Congress  passed  the  Omnibus  Budget  Rec- 
onciliation Act  of  1989.  It  took  a  major  step  as  far  as  student  loans 
are  concerned,  because  there  were  several  changes  made  to  the 
SLS  program,  or  Supplemental  Loans  for  Students  program. 

One  or  those  requirements  that  was  enacted  by  the  Congress  was 
to  prohibit  students  who  were  "Ability  to  Benefit"  students  from 
obtaining  SLS  loans.  That  was  a  major  step  taken  as  far  as  that 
particular  program.  Others  have  suggested  that  a  similar  prohibi- 
tion should  apply  to  the  whole  program.  1  don't  think  we  are  in  a 
position  to  comment  on  that  yet  because  we  don't  know,  like  Mr. 
Frazitr  &iid,  what  the  magnitude  of  the  numbers  are.  I  know  there 
was  h  lot  of  concern.  The  SLS  program  became  changes  effective,  I 
think,  or.  January  I  at. 

Senator  Kohl,  Do  you  have  any  information  with  respect  to  how 
much  the  default  problem  is  based  on  loans  made  to  people  who 
don't  have  a  diploma? 

Mr.  Fbazier  No,  sir.  We  don't  have  that  statistic.  We  can  try  to 
run  it  down  fo*-  you,  but  we  don  t  have  *haf  for  you  at  the  moment. 

Mr.  Crissman.  Part  of  the  problem  right  now  is,  as  far  as  we 
know,  there  is  not  a  real  data  scarce  that  tracks  ''Ability  to  Bene- 
fit" students  versus,  say  a  high  school  diploma  or  a  GED  students 
without  getting  mstitutionai^pedfk*  type  data. 

Senator  Kohu  Has  the  Department  of  Education  sver  considered 
forbidding  institutions  participating  in  loan  programs  from  using 
personnel  to  recruit  students  on  a  commission  basis? 

Mr.  Cai£8MAN.  That  is  one  of  *he  things  that  the  Department  has 
proposed  legislation  for  the  Congress  to  consider  I  think  that  part 
of  what  the  authorising  committees  are  looking  at  is  whether  to  re- 
quire these  people  to  be  employees  of  th£  institution  rather  than 
commissioned  salesmen.  Some  suggested  language  by  the  Depart- 
ment was  submitted  with  its  fiscal  1991  budget  request. 

Senator  Kohl.  Senator  Roth  referred  to  st  in  his  statement*  and  I 
talked  about  it  in  my  opening  remarks.  I  am  talking  about  savings 
and  loan  problems  that  we  have  had,  and  problems  in  the  Depart- 
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ment  of  Education  concerning  these  student  loans.  These  are  man- 
t!7^ZtuT--  1  Kmean'  »  there  ™y  °ther  way,  inTtaSS  wTy, 

^S^LSs'Sa except  M  a  lack  of  ^  ~- 

^fT-  Wel1,  ithink.that  the  guaranteed  student  loan  pro- 
KlfhiL  ,T^!  d1:VnamiC  Pf°Srara.  There  are  severaTthinS 
nrnhl pm^  T *a    K  ^\haPP*™8  that  might  be  contributing 

^erX^proK        ^  *  ^  °"e  particula*  ^ha! 
I  think,  for  example,  if  we  were  to  look  over  the  protrram  there 

SSSSS^kUT?  fua  i?  ?f  #e  low  income  People  weren't  ob- 
1985  or  ^JT n8'Jhey  £TaiM?llly  got  grants-  And  then  in  about 
lot o ^D^Dir^TC^^^  ^  to  Un^rgraduates,  and  now  a 
101  oi  people  get  these  relatively  large  bans,  thev  get  trained  fnr 

^Tho^Toat1^ j0bS'  *  be5B-  Very  «  £?SSSn  to 
♦K?ritllink  that  il  .is  Pr?^am  that  is  shifting,  not  settling  I  think 
earlSTu1?^  mentioned/™e  of  these  things  camfup^' 1975  or 
I  tK  ^  u«lKr0gTai?  do^n, 1  to  settle,  it  is  ever  changing 
several  S5n«^W°rkK?t  lt  ?°m  the  point  of  ™w  that  therfare 
Sln^robS       might  nmi  chan«W  incI«ding  some  manage- 

makeathe  sSSmlnf  tw^P68^  that  S  wouId  *»  ^correct  to 
Sen .  t£?KS2  -2  •  the  6ntlre  problem  »  a  management 
ZTi     i      e  are<  ln  manv  ca»es.  reasons  that  are  under- 

^^ffi,^"1  ^  ** *>»•'  «*  »-! 

P<^nr^emeLntC0ntinUin8)-  And  that  don,t  renect  on'  "««»arily, 
Mr.  Frazier.  Yes,  sir. 

tfaJ^JtSui  {^u\the  P1*0,^  is  directed  towards  the  por- 
E?  »  L  P°P.ulation  that  most  lenders  would  not  provide  a  loan 
to  so  there  is  an  inherent  risk  there  And  I  think  there  has  to  b?a 

m^Sedlhlre^t "  "*  2?  COniroIs-  1  think  that  ^Fralk 
!Et*  f  PL  8  aJot  regardmg  the  management  of  the  uro- 

m   *C  1  Pe"Slt;  them  to  repay  these  loans? 
Mr.  Frazier.  That's  correct. 

^Senator  Kohl.  Aren't  these  loans  then  extended  and  not  default- 
Mr.  Eclin.  Yes,  they  can  be  deferred 

MrnaF^T^°?n  -  We"  ^  th£  what  in  fact  d°es  happen? 
Pr|an?^^  wrong  with  that.  The 

senator  Kohl.  Right.  But  we  are  not  reallv  talking  ahn»t  t w 

,i.Jr'  J0"1!'  R«ht'.  thl»«  People  that  walk  away  from  their  deht 
Sem^aT  *  negOUate  ^  t£eir  lender  »  comeyup  with  a  rept: 
Senator  Kohl.  That's  right. 
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Mr.  Frazier.  In  a  lot  of  cases.  Senator,  they  get  trained  for  jobs 
that  there  just  really  isn't  a  demand  for  that  job,  or  they  get 
trained  for  jobs  that  they  have  very  little  chance  of  getting  em- 
ployed in. 

Senator  Kohl.  Do  you  have  an  estimate  on  the  amount  of  money 
that  is  truly  at  risk  here  to  the  American  taxpayer  today  on  stu- 
dent loan  defaults? 

Mr.  Frazikr.  Yes,  sir.  We  have  an  estimate  that  there  are  ap- 
proximately $45  billion  in  outstanding  loans  at  this  time.  And  then 
if  you  wanted  to  do  the  back  of  the  envelope  calculation  with  about 
36  percent  of  the  loans  that  are  going  to  be  defaulted,  then  you  can 
do  that  kind  of  analysis.  But  we  don  t  have  an  estimate  other  than 
that  kind  of  just  general  

Senator  Kohl.  But  just  using  the  statistics  you  have,  based  on 
the  amount  of  loans  that  are  outstanding,  if  you  use  those  $45  bil- 
lion and  36  percent  you  are  talking  about  $13.  $14,  $15  billion  

Mr.  Frazier.  Yes,  sir. 

Senator  Kohl  [continuing].  That  the  American  taxpayer  present- 
ly would  look  forward  to  having  to  write  off. 

Mr.  Frazier.  Over  a  period  of  time,  that's  correct. 

Mr;  Eg LiN.  That  may  be  a  little  misleading,  because  the  36  per- 
cent is  just  talking  to  one  element  of  the  total  loan  program  costs- 
We  did  some  work  a  year  or  so  ago  on  the  default  rates,  and  if  I 
remember  right,  the  total  default  rate  we  came  up  with  was  some- 
thing like  about  18  percent.  So  I  think  we  would,  if  you  wanted  to 
apply  something,  and  I'm  not  sure  that  is  really  too  good  to  do 
without  looking  at  it  a  little  more,  but  I  think  18  percent  would  be 
a  better  figure  to  use  than  36  percent.  We  did  find  higher  rates, 
such  as  36  percent  for  folks  that  did  attend  proprietary  or  vocation- 
al schools. 

Senator  Kohl.  So  you  think  the  number  is  closer  to  18  percent,  if 
you  had  to  make  a  guess  at  this  point? 
Mr.  Eg  un.  That  is  based  on  this  

Senator  Kohl,  Based  on  the  amount  outstanding,  $45  billion? 

Mr.  Eglin.  That  would  be  closer  than  36  percent,  right. 

Mr.  Crissman.  In  fact,  the  Department,  Senator,  has  put  out 
something  fairly  recently  that  it  is  estimating  about  20  percent  will 
probably  go  bad.  So  that  would  be  roughly  about  $9  billion. 

The  thing  to  keep  in  mind  is  that  defaulted  loans  are  not  totally 
written  off,  because  even  though  a  borrower  does  default,  we  have 
the  opportunity  then  to  collect  from  that  person.  Cumulative  recov- 
ery rates,  that  is  the  amount  of  money  we  capture  back  from  de- 
faulted borrowers,  from  the  guaranty  agencies,  are  up  around  26 
percent  currently.  So  we  do  get  some  of  that  money  back,  it  is  not 
a  total  loss. 

Senator  Kohl.  Are  you  estimating  that  with  respect  to  loans  and 
default  ratios,  as  we  continue  to  make  these  loans,  that  we  are 
doing  a  much  better  job,  a  better  job,  or  not  a  better  job  at  all  in 
terms  of  the  process,  and  improving  the  process? 

Mr.  Frazier.  I  think  the  way  I  would  answer  that  is  that  we  ba- 
sically don't  know.  While  the  default  rate  does  seem  to  be  increas- 
ing, the  Congress  has  taken  some  action  to  stem  defaults,  as  well  as 
the  Department  of  Education  has  come  out  with  a  set  of  new  regu- 
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lations  to  deal  with  the  defaults.  We  just  cannot  say  if  we  think 
that  it  will  just  keep  ?Mng  or  

Senator  Kohl.  You  don  t  really  have  an  answer  to  that  one? 

Mr.  Frazier.  That's  correct. 

Senator  Kohl.  Whether  we  are  doing  better  or  worse,  you  are 
not  in  a  position  to  say? 
Mr.  Frazier.  That's  correct. 

Senator  Kohl.  All  right.  In  looking  at  institution  by  institution 
in  this  country,  do  we  have  a  record  with  respect  to  those  institu- 
tions that  are  doing  the  best  and  the  poorest  job? 

Mr.  Crisbman.  There  were  three  major  studies  done  on  an  insti- 
tution by  institution  basis  in  the  last  2  years.  One  was  done  by  our- 
selves that  basically  looked  at  what  we  call  a  cohort  of  borrowers. 
We  looked  at  everybody  who  got  their  last  guaranteed  loan  in  1983. 
And  then  4  years  later  we  tickled  the  system  to  see  where  were 
they,  had  they  defaulted  or  were  they  in  repayment. 

The  Department  has  also  done  an  1986  cohort  study  and  a  1987 
cohort  study.  All  three  studies  detail  default  rates  by  institution,  so 
there  is  data  available.  In  fact,  the  Department  is  using  the  default 
rate  numbers  as  a  sanction  tool  right  now.  In  regulations  it  pub- 
lished last  year,  it  laid  out  prescriptive  steps  that  Wd  on  certain 
default  rates  schools  would  have  to  implement  certain  items 

ror  example,  all  schools  having  a  default  :«Ue  above  20  percent 
would  have  to  develop  and  submit  default  management  plans  that 
outline  in  detail  what  they  plan  to  do  to  bring  their  default  rate 

J?1  aiL      Particular  school.  So  there  are  steps. 

Mr.  Frazier.  Senator,  if  you  have  a  copy  of  my  testimony,  look 
on  page  12.  You  will  see  what  the  different  default  rates  for  the 
dinerent  kinds  of  schools  are  that  are  in  our  studies,  basically  by 
proprietary  schools,  4  year  private  schools  and  public  schools,  and  2 
year  public  and  private  schools.  You  can  see  by  that  chart,  that  for 
p^ically,  loans  to  people  going  to  a  4  year  institution  have  the 
lowest  default  rate,  then  2  year  public  and  private  institutions  are 
kind  of  like  the  second  lowest  and  they  are  relatively  the  same, 
SSier         °  **  proprietarv  schools  and  the  rate  is  much 

Senator  Kohl.  That  is  where  the  problem  is  centered?  If  it  is 
ce"ter€£_m  any  specific  place,  it  is  in  the  proprietary  schools? 

Mr.  Frazier.  Well,  for  the  default  rate  it  certainly  points  that 
that  is  a  bigger  problem  than  elsewhere. 

Senator  Kohl.  All  right.  Of  the  $45  billion  outstanding,  what 

m  d  £!U  mesai !?  .th,e  dollar  amount  going  to  proprietary  schools? 

Mr.  Frazier.  I  think  we  estimated  that  it  was  22  percent 

{senator  Kohl.  Twenty-two  percent  of  our  loans  are  made  to  pro- 
prietarv schools?  r 

Mr.  Frazier.  That's  correct. 

^??ru5RrSSM.AN-  have  another  chart  in  there.  Senator,  that 
may  be  of  interest.  On  page  11,  we  show  what  has  happened  over 
tune,  that  the  proprietary  schools  are  starting  to  get  a  bigger  share 
01  th«  loan  dollars.  There  are  two  lines  for  1988,  in  which  borrow- 
ers attending  proprietary  schools  represent  about  34  percent  of  the 
borrowers,  and  they  got  about  30  percent  of  the  loan  dollars  So 
what  is  happening  is  they  are  also  getting  more  of  the  Stafford  pro- 
gram money.  y 
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Senator  Kohl.  Just  one  other  question.  Is  there  a  person  in  the 
Department  of  Education  who  is  responsible  for  this  program? 

Mr.  Frazier.  Well,  I  would  say  the  Secretary. 

Senator  Kohl.  But  he's  responsible  for  everything.  Is  there  a 
person  who  is  responsible  for  this  program? 

Mr.  Frazier.  I  don't  know  of  a  person   . 

Senator  Kohl.  Really  responsible  on  a  day-to-day  hands-on  basis.'' 

Mr.  Crissman.  I  would  say  there  are  probably  several.  There  are 
key  people,  thev  have  a  debt  collection  management  group,  a  qual- 
ity assurance  group.  So,  collectively,  there  are  many  people  inthe 
Department  involved,  and  that  includes  program  reviewers.  They 
have  a  separate  section  to  do  program  reviews  of  guaranty  agen- 
cies, lenders,  and  schools,  as  well  as  the  IG's  audits. 

Senator  Kohl.  So,  in  terms  of  accountability,  if  we  really  wanted 
to  talk  to  somebody  who's  more  than  a  symbol,  the  head  guy  in 
this  case  is  a  symbol,  I  think,  but  if  there  is  a  person  there  to  talk 
to,  you  don't  know  who  that  person  is? 

I  mean,  you  wouldn't  be  able  to  tell  us  who  you  think  that  indi- 
vidual is?  0 

Mr.  Crissman.  It  would  probably  fall  more  on  the  Assistant  bec- 
retary  for  Postsecondary  Education,  which  would  be  Dr.  Haynes. 

Senator  Kohl.  Thank  you.  Thank  you,  Mr.  Chairman. 

Senator  Nunn.  One  final  question  I  will  ask  to  any  of  you,  or  all 

°  G-iven  the  nature  of  the  student  loan  program,  given  the  fact 
that  a  lot  of  the  Stafford  loans  are  to  low  income,  middle  income 
people,  the  high  risk,  the  fact  that  you  are  going  to  have  some  de- 
faults, no  doubt  about  that,  what  is  an  acceptable  default  rate  in 
this  program? 

You  mentioned  36  percent  for  proprietary  schools.  What  would 
be  acceptable  there?  Just  your  opinion. 

Mr.  Frazier.  Mr.  Chairman.  I  am  not  really  sure  that  we  have 
an  idea  of  what  exactly  is  an  acceptable  default  rate.  I  think  that 
one  Place  I  would  start  with  is,  the  Department  of  Education  s  new 
regulations,  as  we  have  noted.  It  came  out  with  the  idea  that  any 
time  the  default  rate  exceeds  20  percent  the  schools  then  must  de- 
velop a  default  management  plan.  And  so  I  would  guess  that,  to  me 
that  might  be  just  as  good  a  place  to  start  as  any. 

Senator  Nunn.  Mr.  Eglin. 

Mr.  Eglin.  Well,  probably  my  view  would  be  it  kind  of  depends.  1 
think  some  institutions  that  have  lower  default  rates,  or  institu- 
tions in  general,  probably  should  take  some  action  to  lower  their 
default  rates,  whether  it  "is  5  percent  to  50  percent.  I  think  there  is 
a  certain  portion  of  the  population  that  is  always  going  to  be  sub- 
ject to  default,  but  I  think  what  we  are  trying  to  do  is  oring  atten- 
tion to  the  fact  that  it  is  a  problem. 

Senator  Nunn-  I  guess  what  I  am  asking  is,  should  the  Congress, 
the  Federal  Government,  and  the  American  people  be  alarmed 
about  this  problem,  or  is  this  just  going  to  be  a  situation  we  live 
with? 

Mr.  Frazier.  Well,  I  think  that  we  are  alarmed  about  the  prob- 
lem. The  Comptroller  General  has  placed  the  guaranteed  student 
loan  program  as  one  of  our  areas  that  we  «:~?  going  lo  look  at  very 
closely  in  terms  of  fraud  and  abuse.  And  $45  billion  is  a  lot  of 
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SftJ?w      g  efault  rate  that  has  *  te  "*5J£d?t 

benator  Nukn.  Mr.  Crissman. 

foZ  onRZM^Mu  £hairman:  1  think  I  would  probably  rather 
cause  I  thin  If  t  Znuc  the  rates  on  the  dollars,  themseWb^ 
cause  i  think  there  are  cases  where  schnnls~.it  m»u u 

^nator  Nunn.  You  haven't  looked  at  proprietarie.  as  a  separate 
thaf  fln*?Sl  ^uSX  *"  8  matter  of        <*»         talking  about 

you.  Thank  all  of  you  I R^JhST        contmuin*  to  work 
Senator  Kohl.  Mr.  Chairman. 
Senator  Nunn.  Senator  Kohl. 

thing  and  lSwteX,M«„!5iS.-1  P,T  1  was  lnfe"ing  ^>me- 

OTn3^1^th^atvo'u^edeffi  Vhich  KTrallyyou  ** 

g^MWdfe,dWtM^£S 
t^ff.'tt'r  th<^  ^  indent  loans  If  there  were  a 
who  ?ou?d '  comfh^dTf  I  teV°'V^  to  •«£»  ^  lZ* 

tivepS>n  a  conscte.Ss^  a  smart  S*™-  ™  ^ 

need,  and  she  or  he  toofprge'  Sal,  $S  w^TSve^ 
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less  of  a  problem  today  than  we  do  have.  And  that  looking  forward 
and  ahead  to  the  program,  if  we  are  not  just  to  cut  it  off  and  slow 
it  down  or  eliminate  it.  if  we  want  it  to  continue  and  be  a  success- 
ful, ongoing  program  in  our  society,  which  we  need,  then  that  kind 
of  management  responsibility  is  essential.  Without  instituting  that 
kind  of  a  management  responsibility  we  will  be  hurting  those 
people  who  most  need  the  program  in  our  society,  because  at  some 
point  the  American  people  and  Congress  will  call  for  the  program 
to  be  reduced  or  eliminated  because  of  our  mismanagement. 
Is  that  a  reasonable  statement?  .  t  , 

Mr.  Frazier.  Well,  we  certainly  would  agree  with  you  that  > 
might  certainly  be  one  of  the  ingredients  that  is  needed,  and  that 
might  take  care  of  the  management  ingredient.  But  there  are  some 
other  structural  things  that  also  need  to  be  taken  care  of.  So  we 
would  agree  that  it  might  take  care  of  the  management  compo- 

^Senator  Nunn.  Thank  you.  Senator  Kohl-  We  appreciate  all  of 
vou  being  here.  Thank  you.  c 
'  Our  next  witnesses  are  David  B.  Buckley,  Chief  Investigator  of 
the  Permanent  Subcommittee  on  Investigations,  and  Grace  i. 
McPhearson,  Staff  Investigator,  Permanent  Subcommittee  on  in- 

VeDa^dand  Grace,  I  will  ask  you  both  to  hold  up  your  hands  and 
take  the  oath  Do  you  swear  the  testimony  you  give  before  the  sud- 
committee  will  be  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God? 
Mr.  Buckley.  I  do. 

Ms.  McPhearson.  I  do.  . 

Senator  Nunn.  We  appreciate  vour  long  hours  and  hard  work  on 
this  investigation  for  a  long  time,  and  we  look  forward  to  your  tes- 
timony. 

TESTIMONY  OF  DAVID  B.  BUCKLEY,  CHIEF  INVESTIGATOR.  PER- 
MANENT SUBCOMMITTEE  ON  INVESTIGATIONS.  ACCOMPANIED 
BY  GRACE  T.  McPHEARSON.  STAFF  INVESTIGATOR 
Mr.  Buckley.  Thank  you,  Mr.  Chairman. 

The  staff  has  prepared  a  rather  lengthy  statement  for  the  record 
and  I  would  like  to  have  it  included  in  the  record.1  I  would  like  to 
summarize  our  findings  in  testimony  this  morning. 

Next  Monday,  we  will  testify  on  a  proprietary  school  we  are  ex- 
amining, the  American  Career  Training  Corporation,  of  Pompano 
Beach,  Florida.  ,     ,  . 

Mr.  Chairman,  to  date,  no  area  examined  in  the  federal  student 
aid  programs  is  operating  efficiently  or  effectively,  very  individ- 
ual we  have  spoken  to,  without  exception,  has  told  hat.  ?^PIte 
recent  changes  in  program  administration,  the  sysv^m  is  broken 
and  that  major  changes  must  be  made  immediately  to  save  the  tax- 
payers' money.  t        ,  .      ,  .,  , 

It  is  important  to  note  early  on  that,  while  we  are  convinced  that 
fraud  waste,  and  abuse  exist  in  the  operation  of  these  programs, 
we  are  not  condemning  every  individual  agency  or  educational  m- 
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stitution  associated  with  these  programs.  The  vast  majority  of  per- 
sons involved  in  the  process,  we  have  been  assured,  remain  honest. 

Our  criticism  of  the  program  is  not  the  result  of  isolated  in- 
stances of  abuse-  Despite  the  lofty  goals  and  good  intentions  of  the 
student  aid  programs,  hundreds  of  millions  of  dollars  are  being 
wasted  or  fraudulently  obtained.  Such  readily*availab!e  dollars  for 
financial  aid,  combined  with  little  effective  oversight,  have  skewed 
the  education  and  employment  markets.  This  is  particularly  obvi- 
ous in  the  case  of  some  proprietary  or  for-profit  trade  schools. 

Students  are  being  lured  into  paying  thousands  of  dollars  to 
train  for  entry-level  positions  that,  at  most,  require  only  a  few 
weeks  study.  There  would  be  little  incentive  to  create  and  sell 
these  high-cost,  but  relatively  useless  programs,  were  it  not  for  the 
steady  flow  of  available  cash  for  fedeinily  backed  student  financial 
aid. 

As  a  result,  the  propriety  school  industry  as  a  whole  has  suf- 
fered This  is  unfortunate,  since  quality  trade  school  and  vocational 
training  serves  a  legitimate  and  necessary  function  in  our  society. 
For  many  Americans,  it  is  the  key  to  a  financially  secure  future. 

While  our  investigation  is  not  by  any  means  an  indictment  of  the 
entire  proprietary  school  industry,  it  did  confirm  serious  problems 
of  abuse,  and  in  some  cases,  fraud.  Moreover,  the  problem  seems  to 
be  getting  worse.  tt        „ ,  .  . 

As  the  President  of  the  Massachusetts  Higher  Education  Assist- 
ance Corporation,  a  guarantor  of  student  loans,  recently  described 
it,  "I  used  to  buy  the  rhetoric  that  there  were  just  a  few  bad 
apples,  but  then  I  discovered  that  there  were  orchards  of  bad 
apples." 

The  major  findings  of  the  staff  investigation  to  date  are,  as  fol- 
lows: 

The  Federal  guaranteed  student  loan  programs  have  become  big 
business.  Through  aggressive  recruiting,  schools  are  able  to  rapidly 
increase  the  number  of  enrollees  eligible  to  receive  Federal  aid, 
which  results  in  a  massive  influx  of  capital  and  profits.  Lenders 
visit  schools  to  determine  the  schools  loan  volume  and  to  vie  for 
the  schools'  loan  business.  . 

CPA  firms  assist  schools  in  setting  up  school  student  financial 
aid  programs  and  then,  in  some  cases,  conduct  the  required  non- 
Federal  independent  audits  of  those  same  school's  financial  aid  pro- 
grams. . 

Consulting  firms  assist  schools  in  gaining  accreditation,  licensing 
and  certification,  and  in  some  cases  base  their  compensation  on  the 
amount  of  subsequent  Federal  aid  that  flows  through  the  school 

During  the  course  of  our  review,  we  determined  that,  given  the 
profits  being  made,  there  is  inadequate  government  oversight  of 
the  operations  of  the  lenders,  guarantors  and  secondary  student 
loan  markets-  Despite  the  national  policy  and  goals  underlying  the 
student  loan  programs,  there  is  no  assurance  or  even  likelihood 
that  uniform  standards  are  being  applied  in  determining  whether 
the  quality  of  the  schools  program  merits  Federal  assistance. 

State  licensing  is  one  of  the  prerequisites  for  any  school's  partici- 
pation in  Federal  student  loan  programs.  However,  our  investiga- 
tion revealed  that  State  licensing  procedures  are  largely  ineffective 
in  assuring  quality  education  or  training  at  participating  scnools. 
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Citing  the  proliferation  and  variety  of  these  offices,  the  Depart- 
ment of  Education  was  unable  to  provide  us  with  a  list  of  State  ot- 
fices  charged  with  the  licensing  of  schools  participating  in  the  stu- 
dent loan  programs.  Despite  all  of  the  obvious  problems,  the  De- 
partment of  Education  officials  told  us  that  they  make  no  attempt 
to  monitor,  oversee  or  influence  State  licensing  procedures,  citing  a 
lack  of  jurisdiction  to  do  so. 

An  executive  director  of  a  guaranty  agency,  among  others,  told 
us  that  unscrupulous  businessmen  are  making  extremely  high  prof- 
its at  taxpayers'  expense.  For  example,  the  school  is  able  to  use  a 
variety  offenders,  lenders  which  the  school  knows  who  J«,  m 
turn,  using  a  separate  guarantee  agencies,  in  an  attempt  to  hide 
ineligible  students  and  also  hide  the  actual  volume  of  loans  being 
processed  through  the  school. 

The  majority  of  lending  organizations,  we  were  told,  have  no  per- 
sonal contact  with  the  student  whatsoever.  Lenders  are  often  face- 
less corporations,  located  in  a  State  other  than  that  in  which  the 
school  operates.  They  rely  solely  on  the  school,  which  has  a  clear 
financial  interest  in  obtaining  more  students  and  more  loans  to 
verify  student  loan  application  information.  Apparently,  the  lend- 
ers involved  do  very  little,  if  any,  review  or  certification  of  data 
submitted  by  the  school.   ,  „Q„OT. 

For  example,  just  a  cursory  review  of  one  small  computer-gener- 
ated listing  of  students  of  the  American  Career  Training  Corpora- 
tion, with  loans  guaranteed  through  the  *gEg»^™^ 
Education  Assistance  Corporation,  revealed  a  $2,625  loan  made  to  a 
student  of  Louisville,  Kentucky,  with  the  address  bsted  as  un- 
known." A  $2,625  loan  made  to  a  student  at  403  Cant  Read. 
Pritchard,  Alabama."  According  to  the  Pritchard  Fire  Department. 
"There  may  be  some  people  in  Pritchard  who  can  t  read,  but  we 
haven't  named  a  street  for  them."  , 

A  $2,625  loan  made  to  a  student,  with  a  motel  room  for  an  ad- 
dress, in  Groton,  Connecticut.  The  student  is  no  longer  registered 

at  that  motel.  ,  . 

The  point  is.  Mr.  Chairman,  if  a  lender  or  guarantor  does  not 
identify  the  whereabouts  of  a  student,  due  diligence  efforts  are 
really  a  moot  point.  Unless  the  student  can  be  found  and  billed,  the 
loan  will  most  likely  result  ir  a  default  . 

Before  a  student  of  a  given  school  is  able  to  participate  in  *  eder- 
al  aid  programs,  the  Department  of  Education  must  determine  if 
the  school  is  licensed  in  th©  State  in  which  it  is  located,  is  accredit- 
ed by  a  body  recognized  by  the  Secretary,  and  is  financially  sound. 
Based  on  our  investigation  of  the  certification  process,  we  are  con- 
vinced that  it  provides  little,  if  any,  effective  insurance  against 
waste,  fraud  and  abuse  in  these  programs. 

With  8,000  schools  participating  in  the  student  loan  program,  the 
department  receives  between  300  and  400  applications  for  certifica- 
tion per  year.  Just  in  terms  of  resources,  the  department  readily 
admite  it  does  not  have  the  ability  to  focus  on  individual  schools. 

Additionally,  some  say  that  the  law  does  not  permit  the  regula- 
tions to  place  stiffer  requirements  on  those  sectors  of  the  educa- 
tional system,  such  as  proprietary  "^^wMehappeaf 'noraviO- 
nerable  to  abuse.  Officials  complain  that  they  need  the  authority  to 
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regulate  more  narrowly,  targeting  those  types  of  schools  that  are 
most  suspect. 

The  Department  of  Education  relies  heavily  on  the  individual 
State  licensing  departments  and  the  various  accrediting  bodies  to 
certify  that  a  school  is  operating  within  the  bounds  of  the  law  and 
regulation.  There  is  no  personal  contact  between  the  school  and  the 
department.  There  is  no  independent  verification  by  the  depart- 
ment that  the  information  supplied  is  accurate.  It  is  taken  on  face 
value. 

This  reliance  on  State  licensing  boards  and  accreditation  agen- 
cies is  difficult  to  justify.  In  Georgia,  for  example,  only  two  individ- 
ual were  responsible  for  reviewing  and  verifying  information  pro- 
vided for  the  licensing  process  of  that  State  by  the  State's  200  pri- 
vate trade  schools,  which  have  approximately  60,000  students.  In 
Florida,  four  individuals  currently  oversee  640  schools.  Those  640 
schools  account  for  100,000  Florida  students  and  an  untold  number 
of  out-of-State  students  who  attend  those  schools,  because  the  State 
does  not  make  any  effort  to  track  them. 

The  Department's  heavy  reliance  on  accreditation  agencies  in 
the  certification  process  may  also  be  misplaced.  In  the  proprietary 
school  sector,  accreditation  has  been  criticized  as  providing  little,  if 
any,  assurance  that  quality  training  is  being  provided. 

This  morning,  the  Inspector  General  will  testify  about  schools 
that  open  branch  campuses  or  add  ineligible  programs  to  their  cur- 
riculum. We  have  found  that,  once  a  school  is  certified  by  the  De- 
partment, the  school  may  add  new  programs,  without  even  advis- 
ing the  Department.  Students  of  the  new  program  may  receive  Fed- 
eral financial  aid.  It  is  no  wonder  problem  schools  are  able  to  flour- 
ish, using  abusive  and  fraudulent  practices. 

Our  investigation  revealed  that  if  a  program  review  finds  gross 
violations  of  law  and  regulations  and  recommends  to  the  depart- 
ment that  the  school  be  decertified,  that  the  process  can  take  any- 
where from  1  to  3  years.  Officials  at  the  certification  office  told  us 
that  the  Department  is  plagued  by  the  protracted  due  process 
system  required  for  decertification. 

On  the  other  hand,  another  office  within  the  Department  com- 
mented that  if  the  certification  office  strengthened  its  initial 
review  process  for  certification,  perhaps  there  would  be  a  much 
smaller  group  of  "bad  schools"  for  the  department  to  take  action 
against. 

On  paper,  the  Department's  program  review  process  may  seem 
impressive.  In  practice,  our  review  found  it,  disjointed  and  largely 
ineffective.  The  Department  of  Education  Regional  Offices,  guaran- 
tee agencies,  the  State  licensing  boards  and  the  accrediting  bodies 
ail  conduct  school  program  reviews.  In  addition,  schools  must 
submit  non-Federal  independent  CPA  audits  to  the  department 
every  2  years  while  participating  in  the  student  aid  program. 

unfortunately,  there  is  no  mechanism  within  the  Department  to 
assure  that  these  reviews  are  completed  and  received  by  the  de- 
partment. State  licensing  boards  do  not  have  to  submit  their  pro- 
gram reviews  to  the  Department  and  the  States  are  not  given 
access  to  such  basic  information  as  to  the  amount  of  Federal  aid 
flowing  into  the  school  or  who  the  lenders  and  guaranty  agencies 
are  for  that  school. 
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Federal  regulations  require  guaranty  agencies  to  conduct  pro- 
gram reviews  on  the  schools  that  represent  the  top  2  percent  of  the 
agency's  loan  volume.  This  forces  those  guaranty  agencies  to 
review  major  universities.  New  default  reduction  regulations  now 
require  them  to  review  schools  with  a  default  rate  above  40  percent 
in  that  agency's  portfolio.  Guaranty  agencies  do  not  have  access  to 
other  financial  aid  information,  such  as  Pell  Grant  funds,  and  fre- 
quently do  not  know  the  number  or  identities  of  other  guaranty 
agencies  holding  loans  for  students  of  the  same  school.  So,  a  school 
using  many  different  lenders  and  guarantors  may  be  able  to  evade 
the  guarantee  agency  program  review  process  entirely 

Moreover,  guaranty  agencies  have  little  incentive  to  initiate  ad- 
verse action  against  a  school  for  program  violations.  Even  where 
past  violations  are  established,  the  agencies  generally  continue  to 
guarantee  new  loans  for  the  school.  The  reason  is  simple:  If  the 
school's  access  to  new  loan  business  is  cut  off,  the  school  will  be 
unable  to  reimburse  the  penalties  that  were  assessed  by  and  owed 
to  the  guarantee  agency.  . 

Department  of  Education  program  review  employees  told  us  that 
their ^staffing  experience  levels  are  woefully  inadequate  to  protect 
the  billions  of  dollars  of  student  aid.  Department  officials  told  us 
that  between  1985  and  1986,  they  lost  one-third  of  their  manpower, 
even  though  an  effective  program  review  to  recover  up  to  15  times 
the  cost  of  that  review.  In  1988,  the  Department  had  to  start  all 
over  again  by  hiring  and  retraining  a  program  review  staff.  Ofli- 
cials  readily  admitthat  they  still  do  not  have  the  staff  to  do  what 
the  regulations  require  them  to  do.  , 

Schools  taking  advantage  of  the  lack  of  communication  between 
the  departments  regional  offices,  open  branch  campuses  m  other 
regions  and  those  campuses  may  go  undetected  by  that  regional 
office.  While  new  program  review  initiatives  may  seem  to  be  ad- 
dressing the  problem,  program  review  personnel  told  us  the  in- 
creases in  personnel  will  only  address  the  most  severe  problems 
and  that  their  work  continues  to  be  largely  reactive  in  nature. 

During  the  course  of  our  review,  we  were  also  concerned  by  an 
apparent  lack  of  credible  inspection  procedures  m  the  program  re- 
views that  are  conducted.  Procedures  used  by  all  the  program  re- 
viewers seem  to  be  particularly  susceptible  to  manipulation  by  un- 
scrupulous schools.  . ,    ,      ,    ,  ... 

Reviewers  told  us  that  they  routinely  provide  the  school  with  a 
list  of  student  files  that  the  agency  wishes  to  analyze  and  permits 
the  school's  employees  to  pull  the  files.  This  enables  unscrupulous 
schools  to  alter  the  records  before  the  review  actually  gets  access  to 

Moreover,  when  program  reviews  uncover  violations,  the  school 
is  held  liable  only  for  the  actual  findings  of  that  review,  with  usu- 
ally no  follow-up  to  determine  whether  additional  violations  exist. 
There  is  no  mandatory  reconstruction  of  the  school  s  student  finan- 
cial aid  files  to  determine  what  the  actual  liability  of  the  school  is 

or  may  be.  ,  , 

The  shortcomings  in  the  program  review  process  are  compounded 
by  a  lack  of  adequate  data  and  communication  throughout  the 
entire  oversight  system.  For  instance,  departmental  regional  em- 
ployees complain  that  the  Department's  computerized  data  base  is 
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so  inadequate  that  investigators  and  program  reviewers  cannot  de- 
termine who  the  school  owners  are.  One  senior  departmental  em- 
ployee estimated  the  data  base  may  be  50  percent  inaccurate. 

Even  where  the  Department  has  important  information  on  the 
school,  there  is  little  guarantee  that  it  will  be  considered  when  the 
school's  activities  are  reviewed.  Although  the  Department  main- 
tains several  separate  files  on  each  school  participating  in  the  Fed- 
eral student  aid  programs,  there  is  no  master  file  or  cross-index  of 
this  information. 

Copies  of  the  program  reviews  of  schools  completed  by  guaranty 
agencies  are  filed  at  the  Department  in  Washington,  However,  we 
heard  complaints  that  Washington  refuses  to  send  copies  to  the  re- 
gional offices  in  the  field.  As  a  result,  the  regional  offices  may  have 
no  way  of  knowing  what,  if  any,  problems  that  may  have  already 
been  identified  in  schools  operating  in  the  region. 

The  Department  and  Congress  have  at  their  disposal  certain 
bodies  created  by  law  to  address  some  of  these  major  problems.  Un- 
fortunately, we  saw  little  evidence  that  these  bodies  have  attempt- 
ed to  address  these  major  issues. 

For  example,  the  National  Advisory  Committee  on  Accreditation 
and  Institutional  Eligibility  was  created  by  statute  in  1968,  for  the 
purpose  of  advising  the  Secretary  in  publishing  a  list  of  nationally 
recognized  accrediting  agencies.  We  determined  that  the  committee 
had  never  recommended  that  an  accrediting  body  be  removed  from 
the  Secretary's  list  and,  for  that  matter,  the  Secretary  had  never 
taken  such  an  action. 

The  Advisory  Committee  on  Student  Financial  Assistance,  which 
was  established  by  the  Higher  Education  Act  of  1965,  is  charged  to 
report  to  Congress  and  make  recommendations  to  the  Secretary  of 
Education  on  numerous  aspects  of  Federal  student  financial  assist- 
ance programs.  Despite  its  broad  mandate,  the  staff  director  told  us 
that  the  committee  had  purposely  avoiding  dealing  with  the  propri- 
etary school  issue,  because  it  was  just  too  sensitive. 

Our  review  found  serious  long-standing  problems  in  the  system. 
Steps  are  being  taken  to  address  some,  but  clearly  not  all,  of  the 
problems.  The  Department's  default  reduction  initiative  and  other 
initiatives  will  help  recover  some  money.  Personnel  increases  may 
eventually  permit  the  department  to  assume  a  more  pro-active  role 
in  detecting  abuses,  but,  as  noted,  there  is  already  a  tremendous 
backlog  of  work  to  be  done. 

Senator  Nunn.  Are  there  personnel  increases  being  made  now 
with  the  President's  budget  in  the  Department  of  Education  in  this 
area? 

Mr.  Buckley.  Yes,  sir,  there  are. 

Senator  Nunn.  What  is  the  magnitude  of  those? 

Mr.  Buckley.  I  do  not  know  a  percentage  increase,  sir.  I  have  the 
1991  budget  here.  I  think  suifice  it  to  say,  without  the  specific 
numbers,  the  people  in  the  field  and  also  the  people  in  headquar- 
ters told  us  that,  even  with  the  1991  additional  full-time  employees 
being  added,  they  are  still  going  to  be  way  behind  the  power  curve, 

Mr.  Chairman,  this  concludes  our  findings  to  date.  We  will  be 
glad  to  respond  to  any  questions. 

Senator  Nunn.  Thank  you  very  much,  Dave. 
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Several  questions:  During  the  field  work  of  this  invention, 
you  found  that  many  schools  avoid  or  delay  detection  of  both  loan 
default  rates  and  rapid  increases  in  loan  volume  by  dispersing 
their  loan  portfolio  among  several  lenders  and  guarantee  agencies 
and  that  this  contributes  to  the  problem,  is  that  correct.' 

Mr.  Buckley.  Yes,  sir,  it  is. 

Senator  Nunn.  So,  they  spread  it  around  so  no  one  can  keep  up 
with  it? 

Mr  Buckley.  That  is  absolutely  correct.  The  school  we  were  ex- 
amining used  over  20  guarantee  agencies  and  an  untold  number  01 

Senator  Nunn.  Is  there  no  communication  network  or  common 
data  base  between  the  lending  agencies  or  between  the  guarantee 
agencies? 

Mr.  Buckley.  There  is  not  and  that  is   . 

Senator  Nunn.  The  guaranty  agencies  do  not  have  any  inter- 
link, no  computer  exchange  of  information? 

Mr  Buckley.  No,  sir,  informal  telephone  communication  only. 

Senator  Nunn.  Does  the  Department  of  Education  have  any  plan 
to  do  anything  about  that?   „ 

Mr  Buckley.  The  Department,  currently,  annually  receives  mag- 
netic tape  dumps  from  all  the  guaranty  agencies  and  compiles  a 
master  list.  We  have  been  told  that  that  system  is  ^accurate,  the 
data  is  inaccurate.  The  Department  is  very  slow  in  publishing  the 
information  and  sending  it  back  out  to  the  field  where  it  can  be 

There  are  plans  to  have  a  computerized  network  so  that  the 
guaranty  agencies  and  the  department  can  communicate,  but  we 
were  told  that  it  also  is  way  behind  schedule.  . 

Senator  Nunn.  Would  it  be  helpful  to  have  this  kind  of  inter- 
linking between  the  guaranty  agencies?  . 

Mr.  Buckley.  Yes,  sir,  the  guaranty  agencies  are  actually 
screaming  for  it. 

Senator  Nunn.  How  would  it  help? 

Mr.  Buckley.  For  example,  when  the  guaranty  agency  program 
review  staff  would  be  going  out  to  review  a  school,  they  could 
punch-up  on  the  computer  and  see  the  loan  volume  for  that  school, 
the  entire  loan  volume,  not  just  their  own,  and  if  they  made  signifi- 
cant findings  in  their  portfolio  at  that  school,  they  would  also  be 
able  to  immediately  notify  the  other  guarantors  that  they  may 
want  to  pull  out.  , ,  ...    .  „„„ 

Senator  Nunn.  So,  the  guaranty  agencies  would  like  to  see  this 

happen? 
Mr.  Buckley.  Yes,  sir. 

Senator  Nunn.  Why  does  it  not  happen?  t 

Mr.  Buckley.  I  believe  it  is  just  bureaucracy,  it  is  just  red  tape, 
very  slow  in  being  developed  and  being  put  out. 

Senator  Nunn.  Whose  fault  is  that?  , 

Mr.  Buckley.  The  Department  of  Education  is  responsible  to  put 
this  computer  program  and  field  it.  ,   ,  ,       .  n~ 

Senator  Nunn.  You  say  there  are  no  real  plans  to  do  that  now.' 

Mr.  Buckley.  There  are  plans,  yes,  sir,  there  are  plans  to  develop 
that  computer  network.  It  is  just  waiting  
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Senator  Nunn.  Well,  when  did  the  plans  come  into  being  and 
when  do  they  expect  to  complete  that? 

Mr.  Buckley.  I  do  not  know,  sir.  I  can  certainly  find  that  out. 

Senator  Nunn.  How  would  you  describe  the  flow  of  information 
to  various  branches  within  the  Department  of  Education? 

Mr.  Buckley.  We  were  told  that  the  flow  of  communications  be- 
tween headquarters  and  the  field  is  horrendous.  The  field  regional 
offices  complain  that  they  cannot  get  straight  answers  out  of  head- 
quarters,  they  often  call  headquarters  here  in  Washington  and  get 
answering  machines,  they  have  a  hard  time  getting  their  questions 
answered,  period. 

Within  the  Department,  even  right  here  in  Washington,  just 
within  one  building,  the  communications  are  inadequate  in  certain 
areas,  such  as  program  review  not  adequately  talking  to  the  certifi- 
cation office,  for  example. 

Senator  Nunn.  It  sounds  like  the  Department  is  just  not  being 
managed. 

Mr*  Buckley.  That  is  one  of  the  criticisms,  yes,  sir,  that  we  have 
heard. 

Senator  Nunn.  Is  there  a  particular  section  that  can  be  held  ac- 
countable here?  Senator  Kohl  was  asking  that  question  and  I  think 
it  is  very  pertinent.  Is  there  a  particular  chain  of  command  that 
has  control  of  the  student  loan  program? 

Mr.  Buckley.  No,  sin  The  loan  programs  and  the  grant  pro- 
grams, certification,  eligibility,  they  are  all  divided,  the  wiring  pro- 
gram sometimes  does  not  make  sense. 

Senator  Nunn.  So,  there  is  no  one  Assistant  Secretary  that  has 
jurisdiction  over  all  of  this? 

Mr.  Buckley*  No,  sir. 

Senator  Nunn.  How  many  Assistant  Secretaries  do  have  jurisdic- 
tion? Are  there  several? 
Mr.  Buckley.  Three,  I  think. 

Senator  Nunn.  So,  restructuring  the  Department  of  Education 
itself  may  be  required.  Is  that  a  fair  assessment? 

Mr.  Buckley.  Yes,  sir,  I  think  that  is  fair,  at  least  restructuring 
the  way  they  manage  this  program. 

Senator  Nunn.  Would  it  be  too  strong  to  just  say  this  program  is 
in  chaw? 

Mr.  Buckley.  Those  words  were  used  exactly  by  some  people  in 
the  field,  yes,  sir. 

Senator  Nunn.  Based  on  your  investigation  so  far,  do  you  agree 
with  that  assessment? 

Mr.  Buckley.  Yes,  sir,  and  I  think  the  more  we  look,  the  worse  it 
is  going  to  get. 

Senator  Nunn.  It  sounds  like  the  only  difference  between  this 
and  the  savings  and  loan  problem  is  that  there  was  more  money  in 
the  S&L,  probably. 

Mr.  Buckley.  It  is  certainly  open  for  abuse,  Mr.  Chairman. 

Senator  Nunn.  What  about  law  enforcement,  in  terms  of  viola- 
tion of  laws,  are  there  any  prosecutions  going  on  relating  to  either 
lenders  who  engaged  in  fraudulent  practices  or  schools  that  are  en- 
gaged in  fraudulent  practices?  Do  you  know  people  who  have  been 
prosecuted?  I  am  not  talking  about  students,  I  am  talking  about— a 
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lot  of  times  the  students  are  the  victims  here — I  am  talking  about 
the  people  who  are  really  engaged  in  fraud  and  abuse. 

Mr.  Buckley.  Yes,  sir,  there  are  several  school  owners  that  have 
been  prosecuted  and  convicted.  I  think  the  Inspector  General  will 
testify  this  morning  on  some  of  the  more  spectacular  cases.  They 
have  had  major  problems  with  lenders  and  are  seeking  indict- 
ments. 

I  think  he  will  also  tell  you  that  because  the  Department  of  Edu- 
cation Inspector  General  is  the  lead  on  this,  major  investigations 
really  shut  down  his  operations  in  some  regions.  It  is  not  like  the 
FBI;  they  have  got  untold  number  of  resources  to  bring  in.  But  the 
FBI  does  not  have  the  type  of  program  knowledge  to  investigate  a 
school  or  a  lender  on  the  student  financial  aid  programs,  so  the  IG 
investigator  will  work  closely  with  the  FBI.  It  is  the  IG  investiga- 
tors who  are  doing  the  bulk  of  the  work. 

Senator  Nunn,  The  IG  of  the  Department  of  Education? 

Mr.  Buckley.  Yes.  sir. 

Senator  Nunn.  Do  they  have  enough  personnel  to  do  this? 

Mr.  Buckley.  I  do  not  think  so.  I  think  that  if  we  doubled  them 
today,  there  would  still  be  a  lot  of  schools  and  lenders  that  they 
would  be  able  to  examine,  but  the  IG  I  am  sure  will  

Senator  Nunn.  Would  you  say  that  the  problem  of  actual  crimi- 
nal fraud  in  this  area  overall- -1  am  not  trying  to  get  into  any  spe- 
cific case  at  all,  but  just  overall—that  there  is  a  very  significant 
problem? 

Mr.  Buckley.  Senator,  if  you  include  making  false  statements, 
things  on  certification  forms  to  the  Department,  yes,  fraud  is  a 
major  problem,  because  if  a  school  falsely  certifies  its  application 
for  eligibility,  everything  thereafter  could  be  determined  to  be 
fraudulent. 

Senator  Nunn.  That  is  a  criminal  violation,  is  it  not? 
Mr.  Buckley.  Yes,  sir,  it  is. 

Senator  Nunn.  What  statute  is  that  a  violation  of? 

Mr.  Buckley.  18  U.S.C.  1001,  false  statements. 

Senator  Nunn.  False  statements.  What  is  the  appropriate,  in 
your  opinion— you  have  had  a  lot  of  law  enforcement  experience— 
what  is  the  appropriate  agencv  for  really  intensifying  its  law  en- 
forcement effort  here,  and  by  that  I  mean  criminal  effort?  Is  the  IG 
the  appropriate  one  of  the  Department  of  Education,  then  turning 
it  over  to  the  Justice  Department,  in  cases  where  the  case  is  sub- 
stantial, or  should  the  FBI  itself  be  more  involved  in  it? 

Mr.  Buckley.  No,  sir,  I  think  that  the  Inspector  General  s  office 
is  doing  a  fine  job  in  identifying.  It  is  just  a  matter  of  manpower. 

Senator  Nunn.  How  many  people  do  they  have  working  on  this? 
I  will  ask  that  question  of  the  IG.  You  are  just  saying  they  are  woe- 
fully undermanned? 

Mr.  Buckley.  They  are  woefully  undermanned  and  I  am  sure 
they  will  tell  you  this  morning  that  they  want  more  law  enforce- 
ment jurisdiction.  A  lot  of  Inspectors  General  have  been  telling  us 
they  want  more  lav/  enforcement  jurisdiction. 

Senator  Nunn.  Now,  you  said  the  Department  of  Education  is 
working  on  this  problem.  What  are  they  doing  now?  What  things 
are  under  way,  either  through  changes  in  the  law  or  through  man- 
agement? 


29 


Mr.  Buckley.  Well,  as  you  heard  this  morning,  the  Secretary's 
default  reduction  initiative  has  a  series  of  regulations  that  are 
being  implemented  some  have  been  implemented.  IRS  tax  offset 
programs,  wherein  once  a  loan  has  been  defaulted,  guarantee  agen- 
cies may— they  certainly  do  not  have  to,  it  is  a  voluntary  pro- 
gram—provide the  Departme*  t  with  the  names  and  Social  Security 
numbers  of  the  people  who  are  in  default  and  then  the  Department 
turns  them  over  to  the  IRS.  So,  that  is  a  relatively  new  program.  It 
has  been  continued  under  statute.  I  think  one  criticism  we  have 
there  is  it  is  not  mandatory,  guarantee  agencies  do  not  have  to  do 
this. 

The  Department  is  moving  towards  putting  together  regulations 
that  require  schools  to  give  the  consumer  more  information.  If  a 
school  is  to  walk  up  to  a  potential  student  and  say,  "We  want  you 
to  sign  up  for  a  class,'1  they  have  to  tell  the  student  that,  "Last 
vear  we  had  100  peole  sign  up  and  only  three  graduated,"  that  will 
probably  impact  greatly  on  the  student  s  decision.  Right  now,  that 
type  of  basic  consumer  information  is  not  mandatory. 

Senator  Nunn.  They  are  working  on  that  now? 

Mr.  Buckley.  Yes,  sir. 

Senator  Nunn.  To  make  it  mandatory? 

Mr.  Buckley.  Yes,  they  are. 

Senator  Nunn.  What  did  you  say  was  just  a  matter  of  discretion, 
not  mandatory,  the  guaranty  agency? 

Mr.  Buckley.  The  guaranty  agency  participating  in  the  tax  offset 
program  with  the  IRS,  through  the  Department. 

Senator  Nunn.  Is  there  anything  else  they  are  working  on? 

Mr.  Buckley.  They  have  just  instituted  pre-certification  training 
for  presidents,  CEO  s  and  financial  aid  officers  for  any  new  schools 
that  the  Department  is  going  to  certify.  There  is  a  large  number  of 
schools  out  there  that  never  received  that  type  of  training  and  they 
may  attend,  if  there  is  room  in  the  classroom,  according  to  the  De- 
partment. The  Federal  employee  data  match  is  another  relatively 
new  program.  The  Department  provides  a  list  of  defaulted  names, 
social  security  numbers.  If  they  are  Federal  employees,  then  their 
salary  will  be  offset  also.  Some  States  also  voluntarily  participate 
in  that  program. 

Senator  Nunn.  If  the  scope  of  the  problem  is  identified  as  a  10, 
how  far,  in  your  opinion,  based  on  what  you  have  done  so  far,  how 
far  will  these  reforms  take  us  towards  getting  that  down  from,  let's 
say  10  is  the  worst  and  1  is  the  best,  what  is  the  scope  of  these  re- 
forms that  are  under  way  now,  if  they  work? 

Mr.  Buckley.  Probably  about  50  percent,  sir.  The  people  in  the 
field  we  have  been  speaking  to— and  I  mean  department  employ- 
ees— consider  most  of  the  Department's  initiatives  in  this  area  to 
be  rear-end  action  and  the  Department  says  they  need  the  ability 
of  legislative  authority  to  regulate  the  sectors  more  narrowly.  I 
think  if  the  Congress  gave  them  that,  it  would  probably  help  them 
out  quite  a  bit. 

Senator  Nunn.  How  about  sharing  the  risk?  You  heard  GAO  tes- 
tify that  one  of  the—it  seems  to  me  the  things  most  fundamental 
that  they  were  advocating  would  be  sharing  the  risk  by  lenders 
more  than  they  do  now  and  sharing  the  risk  by  guarantee  agencies. 
How  do  you  assess  that? 


30 

Mr.  Buckley.  We  have  got  a  long  way  to  go  in  our  investigation 
regarding  lenders  and  guaranty  agencies,  Senator.  Originally,  I 
think  the  program  was  laid  out  to  be  a  shared  risk  and  not  guaran- 
tee it  ve  than  90  percent  of  £.  defaulted  loan.  Guarantors,  of 
course,  are  wholeheartedly  against  that,  moving  it  in  the  1991 
budget,  I  think  they  are  talking  about  a  90  percent  guarantee. 

It  would  certainly,  in  my  view,  spur  them  to  be  much  more  re- 
sponsive and  conduct  a  lot  more  oversight. 

Senator  Nunn.  Do  you  have  any  other  suggestions  here  this 
morning,  or  do  you  want  to  wait  until  you  get  further  along? 

Mr.  Buckley.  Senator.  I  think  we  have  got  a  lot  of  work  to  do. 
We  have  done  a  lot  of  work  and  we  have  a  lot  further  to  go.  I  think 
it  would  be  very  helpful  if  we  could  sort  of  save  our  recommenda- 
tions until  we  have  closed  it  out. 

Senator  Nunn.  Grace,  do  you  have  anything  you  would  like  to 
offer  this  morning? 

Ms.  McPhearson.  No,  sir. 

Senator  Nunn.  You  are  going  to  be  testifying  next  week? 
Ms.  McPhearson.  Yes,  sir. 
Senator  Nunn.  Thank  you  both. 

We  will  next  hear  from  James  B.  Thomas,  Jr.,  Inspector  General 
of  the  Department  of  Education.  Mr.  Thomas  will  testify  regarding 
the  major  program  weaknesses  that  his  office  has  identified  regard- 
ing student  loans.  He  will  describe  the  types  of  abuses  his  office 
has  found  in  the  school  and  lending  industry. 

We  will  also  hear  from  Mr.  Thomas  regarding  the  general  over- 
sight problems  that  the  Department  of  Eolation  faces  with  re- 
spect  to  student  loans. 

Mr.  Thomas  began  his  career  as  an  auditor  with  the  rloruia 
State  Department  of  Education.  He  has  also  served  as  Inspector 
General  for  the  Department  of  Housing  and  Urban  Development 
and  Director  of  Accounts  for  the  Interstate  Commerce  Commission. 

Mr.  Thomas,  we  appreciate  you  being  with  us  this  morning.  We 
would  like  you.  if  you  would,  to  introduce  your  associates  and  then 
I  am  going  to  ask  all  of  you  to  stand.  We  give  the  oath  to  all  of  our 
witnesses. 

Mr.  Thomas.  Very  well,  Mr.  Chairman. 

On  my  right  is  Mr.  Laine,  the  Assistant  Inspector  General  for 
Audit,  and  on  my  left  is  Thomas  Strong,  the  Deputy  Assistant  In- 
spector General  for  Investigations.  . 

Senator  Nunn.  Do  you  swear  that  the  testimony  you  shall  give 
will  be  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so 
help  you,  God? 

Mr.  Thomas.  I  do. 

Mr.  Laine.  I  do. 

Mr.  Strong.  I  do. 

Senator  Nunn.  Thank  you. 

Mr.  Thomas,  we  are  pleased  to  have  you  this  morning  and  we  ap- 
preciate your  cooperation  with  the  Subcommittee  on  Investigations 
and  we  look  forward  to  your  testimony. 
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TESTIMONY  OF  JAMES  B.  THOMAS.  JR.  INSPECTOR  GFNERAL. 
U.S.  DEPARTMENT  OF  EDUCATION 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

With  your  permission,  I  would  submit  the  full  statement  for  the 
record  5  and  read  to  you  a  summary. 

Senator  Nunn.  Without  objection,  it  will  be  made  part  of  the 
record. 

Mr.  Thomas.  Thank  you  for  this  opportunity  to  discuss  the  ef- 
forts of  the  Office  of  Inspector  General  regarding  fraud  and  abuse 
involving  the  Department  of  Education  s  student  financial  aid  pro- 
grams. 

OIG  has  assessed  the  student  aid  programs  as  being  the  most 
vulnerable  to  fraud  and  abu^e  in  the  Department  of  Education. 
This  assessment  is  based  in  ^art  on  audits  and  investigations  over 
the  last  few  years  which  have  disclosed  major  fraud  and  abuse  in 
these  programs,  particularly  at  proprietary  schools. 

Because  of  this,  we  have  been  devoting  about  two-thirds  of  our 
entire  staff  effort  to  this  area,  about  200  staff-years  of  effort.  We 
are  involved  in  a  comprehensive  program  to  review  systemic  issues 
in  student  aid.  The  purpose  of  these  reviews  is  to  recommend  legis- 
lative, regulatory  or  management  improvements  intended  to  pre- 
vent potential  program  abuses  from  occurring. 

This  effort  is  coordinated  with  our  continuing  investigations  and 
audits  of  individual  institutions  participating  in  these  programs. 
These  audits  and  investigations  identify  institutions  that  are  abus- 
ing the  programs  and  recommend  administrative  action  or  action 
by  prosecuting  authorities,  where  appropriate. 

We  have  continued  to  find  numerous  instances  of  fraud  and 
abuse  in  proprietary  schools.  In  fiscal  year  1989%  we  performed 
about  30  audits  of  proprietary  schools,  which  resulted  in  recom- 
mended recovery  of  about  $77  million.  Our  investigations  resulted 
in  indictment  of  10  school  owners,  three  officers,  31  employees  and 
one  school  entity  and  in  conviction  of  10  owners,  one  officer  and  12 
employees. 

As  a  result  of  our  efforts,  the  department  has  suspended  two  cor- 
porations operating  proprietary  schools  and  12  key  employees  of 
proprietary  schools  and  debarred  seven  proprietary  school  owners 
and  24  key  employees  under  the  government-wide  non-procurement 
debarment  and  suspension  system. 

We  are  currently  concentrating  our  efforts  on  about  215  invests 
gations  of  proprietary  school  entities,  officers  and  employees,  40 
audits  and  nine  joint  audit  and  investigative  efforts  involving  pro- 
prietary schools. 

The  OIG's  review  of  student  aid  issue  areas  has  resulted  in  14 
management  improvement  reports,  which  include  recommenda- 
tions to  correct  systemic  weaknesses  that  have  led  or  could  lead  to 
recurring  problems. 

I  would  like  to  provide  a  summary  of  the  issue  areas  that  we  are 
addressing  and  have  an  interest  in:  First,  the  issue  of  accreditation 
eligibility  and  certification.  Some  program  abuse  can,  of  course,  be 
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eliminated  if  problem  schools  can  be  prevented  from  ever  partici- 
pating in  the  Department's  programs. 

Before  an  institution  can  participate  in  the  student  aid  pro- 
grams, it  must  be  licensed  to  provide  postsecondary  education  in 
the  State  in  which  it  is  located,  be  accredited  by  an  accrediting 
agency  recognized  by  the  Secretary  of  Education,  and  be  deter- 
mined eligible  and  certified  by  the  Department  as  to  its  financial 
responsibility  and  administrative  capability  to  participate  in  the 

programs.  .... 

Regarding  the  certification  procedures  for  financial  responsibil- 
ity, our  audit  issued  in  September  of  1989  disclosed  that  the  depart- 
ment's financial  analysis  certification  procedures  were  not  ade- 
quate to  protect  students  or  the  interests  of  the  Federal  Govern- 
ment. Institutions  which  do  not  meet  the  department's  regulatory 
criteria  for  financial  responsibility  do  participate  in  the  student  aid 
programs. 

During  the  period  of  October  1985  through  June  of  1988,  we  esti- 
mated that  53  schools  closed  mid-term  before  all  education  services 
were  provided.  As  a  result,  as  many  as  10,000  students  lost  the  ben- 
efits of  loans  and  grants  worth  about  530  million  that  either  the 
students  or  the  government  must  repay. 

Senator  Nunn.  Now,  whose  liability  is  that,  Mr.  Thomas,  if  a 
school  goes  out  of  business  before  the  student  finishes  their  educa- 
tion? The  student  borrowed  the  money  in  many  cases  and  the 
whole  loan  has  been  turned  over  to  *he  school  up-front  and  the  stu- 
dent owes  the  money.  Does  the  student  have  to  take  that  as  a  loss 
or  does  the  Government  that  the  loss? 

Mr.  Thomas.  The  student  must  take  that  loss,  but  1  would  think 
that,  generally  speaking,  the  student  would  refuse  to  pay,  m  many 
cases,  anyway,  and  at  that  point  the  Government,  of  course,  winds 
up  with  the  loss. 

Senator  Nunn.  So,  even  if  the  student  had  nothing  to  do  with 
the  problem,  went  in,  in  good-faith,  borrowed  the  money,  went  to 
school,  attended  classes,  worked  hard,  and  the  school  goes  out  of 
business,  they  still  owe  the  money? 

Mr.  Thomas.  That  is  correct,  sir.  In  some  cases,  there  are  teach- 
out  arrangements  made  and  that  is  one  of  the  requirements  under 
some  of  the  proposals  made  by  the  Secretary,  where  an  institution 
has  to  have  a  teach-out  arrangement  with  other  institutions,  where 
the  student  would  be  protected. 

In  addition  to  that,  some  States  have  set  up  funds  into  which  stu- 
dents, through  schools,  pay,  so  that  "in  state"  students  are  protect- 
ed in  case  a  school  goes  out  of  business,  but  this  is  not  a  universal 
thing.  It  is  just  State- by -State. 

Senator  Nunn.  Is  there  no  limit  on  how  much  you  can  collect  m 
advance  before  the  services  are  rendered?  Are  a  lot  of  these  schools 
collecting  a  total  amount  of  money  in  advance? 

Mr.  Thomas.  The  tuition,  sir? 

Senator  Nunn.  Yes. 

Mr.  Thomas.  Yes,  I  would  say  that,  generally  speaking,  the  tui- 
tion comes  in— I  believe  that  there  are  two  disbursements,  part 
originally  and  part  later,  in  the  major  programs,  but  usually  that 
money  comes  in  pretty  close  to  the  front  of  the  stream. 

Senator  Nunn.  Okay.  Go  ahead. 
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Mr.  Thomas.  Our  as-yet  unfinished  work  in  the  area  of  accredita- 
tion, eligibility  and  administrative  capability  certification  process  is 
showing  the  following: 

The  Department's  recognition  process  does  not  provide  assurance 
that  accrediting  bodies  recognized  by  the  Secretary  are  reliable 
sources  as  to  quality  of  educational  services  provided  by  the  schools 
that  they  accredit. 

Secondly,  primary  reliance  for  eligibility  determination  is  placed 
on  State  licensing  and  accreditation,  which  is  inconsistent  and  of 
varying  degrees  of  quality. 

Third,  institutions  are  being  certified  to  participate  and  continue 
to  participate  in  student  aid  programs,  even  though  they  do  not 
meet  the  criteria  for  administrative  capability. 

Another  issue  ;n-  olves  branch  campuses.  Schools  are  not  eligible 
to  participate  m  student  aid  programs  until  they  have  been  in  op- 
eration for  two  years.  Under  current  procedures,  branch  campuses 
are  not  heia  to  this  requirement. 

On  the  basis  of  its  history  of  operating  a  small  barber  school 
^".a.bout  2(J  students  at  any  given  time  who  received  about 
J5u\UUU  in  student  lmancial  aid,  one  school  was  determined  able  to 
be  financially  and  administratively  capable  to  operate  a  masonry 
school  in  a  major  metropolitan  area  over  300  miles  away.  Within  9 
months,  the  masonry  school  enrollment  reached  a  total  of  700  stu- 
dents receiving  nearly  $3.5  million  in  student  aid  funds.  The 
branch  was  able  to  grow  so  quickly  because  it  bused  students,  some 
of  whom  were  homeless  street  people,  in  from  several  other  cities. 
It  closed  owing  many  refunds  to  enrolled  students,  as  well  as  to 
students  who  had  previously  withdrawn. 

Senator  Nunn.  Somebody  had  to  approve  of  that  branch,  did 

fir  n2l'  °r  Was  that  branch  i*81  automatically  accepted? 

Mr.  Thomas.  The  branch  pretty  much  is  automatically  accepted. 

benator  Nunn.  There  is  nobody  that  has  to  review  that,  the 
guarantee  agency  does  not  have  to  review  it,  nobody  from  the  De- 
partment of  Education? 

Mr.  Thomas.  That  is  correct,  Senator. 

Senator  Nunn.  Is  that  a  flaw  in  the  law  or  the  regulations? 

Mr.  Thomas.  It  would  seem  so.  It  would  seem  so,  and  I  believe 
that  is  inconsistent  also  among  the  institutions  accredited  by  differ- 
ent accrediting  agencies.  I  think  different  accrediting  agencies  have 
different  rules  relative  to  branch  campuses. 

Senator  Nunn.  But  that  is  up  to  the  accrediting  agency,  not  up 
to  the— there  is  no  uniform  Department  of  Education  regulation  or 
law  that  would  cover  that? 

Mr.  Thomas.  I  believe  that  is  so,  Senator. 

At  another  school  licensed  and  accredited  in  1981,  tuition  grew 
from  $2  million  a  year  to  $26  million,  as  it  opened  20  branch  cam- 
puses between  1983  and  1986.  This  school  closed  in  1987.  owing  $10 
million  in  tuition  refunds  and  leaving  thousands  of  students  with 
incomplete  educations. 

We  believe  that  most  of  the  problems  with  branch  campuses 
could  be  eliminated  by  merely  enforcing  existing  legislative  intent. 
Iheretore,  we  recommended  that  the  Department  require  a  branch 
campus  to  be  in  existence  for  2  years  before  it  is  allowed  to  partici- 
pate m  student  aid  programs. 
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In  another  issue  area,  we  found  that,  in  order  to  qualify  for  stu- 
dent aid  funds,  certain  schools  have  misrepresented  their  course 
lengths  or  padded  courses  until  they  are  longer  than  needed  to 
train  students  for  employment.  . 

Senator  Nunn.  Mr.  Thomas,  let  me  back  up  just  a  minute,  you 
say  you  recommended  that  the  Department  require  a  branch 
campus  to  be  in  existence  for  2  years  before  it  is  allowed  to  partici- 
pate in  student  aid  programs.  When  did  you  make  that  recommen- 

^Mi^Thomas.  That  is  a  recent  recommendation,  Senator. 

Senator  Nunn.  Recently? 

Mr.  Thomas,  Yes,  sir,  in  February  1990. 

Our  report  on  course  length  disclosed  that,  while  the  depart- 
ment's current  eligibility  determination  procedures  require  institu- 
tions to  submit  course  length  data,  the  data  are  not  always  verified 
either  by  the  appropriate  accrediting  agency  or  by  the  Department. 

For  example,  the  Continental  Training  Services  case  is  an  exam- 
ple of  the  problems  which  arise  when  course  length  is  not  verified. 
In  September  of  1988,  the  Department  of  Justice  and  the  Depart- 
ment of  Education  filed  a  civil  suit  for  $366  million,  charging  Con- 
tinental Training  Services  and  Superior  Training  Services,  and  the 
primary  owner  of  both  companies,  with  defrauding  the  federal 
guaranteed  student  loan  program. 

Superior  was  in  almost  every  State  in  the  Union  and  was  receiv- 
ing about  $50  million  a  year  in  grants  and  loans  made  to  the  stu- 
dents Through  Superior,  the  owner  and  Continental  offered  part 
correspondence,  part  "resident  training1'  truck  driving  and  heavy 
equipment  operation  courses  which  were  sold  to  students  by  a  na- 
tionwide commissioned  sales  force.  About  99  percent  of  Continen- 
tal's annual  revenue  came  from  tuition  income  and  the  majority  o! 
Continental's  students  paid  their  tuition  with  Federal  student  aid 

The  lawsuit  alleges  that  Continental  obtained  eligibility  to  par- 
ticipate in  departmental  programs  by  submitting  false  documents 
regarding  the  length  of  its  courses  and  the  procedures  it  used  to 
assure  that  students  possess  the  ability  to  benefit  from  the  courses. 

In  terms  of  course  stretching— our  management  improvement 
report  disclosed  the  results  of  our  review  of  three  occupations,  secu- 
rity guard,  nursing  assistant  and  manicurist,  although  we  believe 
the  problem  is  not  limited  to  those  three.  We  found  that  courses 
were  much  longer  than  needed  for  State  licensure  or  to  obtain  em- 
ployment. .  .       ,  .    .  • 

As  an  example,  although  many  States  have  no  formal  training 
requirements  for  security  guards,  and  those  that  do  require  be- 
tween 4  and  60  clock  hours,  it  is  not  uncommon  to  find  schools  of- 
fering security  guard  training  courses  of  300  to  almost  TOO  hours. 
In  those  schools,  not  only  has  the  course  length  been  stretched  10 
to  25  times  beyond  State  licensing  requirements,  but  there  is  con- 
cern that  some  of  the  tactics  taught  are  dangerous  and  involve  de- 
vices such  as  "the  flashlight  as  &  defensive  weapon  and  the  A-io 
assault  rifle,"  which  cannot  or  should  not  be  used  by  most  security 
guard  companies. 
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Further,  students  attending  these  course  pay  as  much  as  38 
times  as  much  in  tuition  as  charged  at  other  institutions  such  as  a 
local  community  college. 

Our  management  improvement  report  on  clock  to  credit  hour 
conversions  advised  the  Department  to  take  action  to  limit  abuses 
that  occur  when  schools  assign  unreasonable  credit  hours  to  clock 
hour  training  programs,  solely  to  obtain  additional  funding. 

At  one  school  in  Oklahoma,  a  9-month  dental  assistant  program, 
which  was  a  one  academic-year/ 900  clock  hour  program,  equivalent 
to  no  more  than  24  semester  hours,  was  converted  and  assigned  2 
academic  years  and  48  semester  hours.  After  the  conversion,  stu- 
dent aid  maximum  awards  increased  from  $4,800  to  $9,700. 

At  the  same  school,  the  x-ray  technician  program,  which  was 
1,300  hours/35  credit  hours  long,  was  converted  to  more  than  78 
credit  hours.  This  increased  the  program's  student  aid  funding 
qualification  from  $8,500  tc  nearly  $18,000. 

Another  issue  area  we  have  focused  on  is  the  ability  to  benefit 
and  admission  practices.  In  November  of  1989,  we  issued  a  manage* 
ment  improvement  report  which  discusses  how  certain  schools  im- 
properly screen  students  to  assure  that  they  have  the  ability  to 
benefit  from  the  federally-funded  training  provided.  Students  with- 
out a  high  school  diploma  or  equivalent  may  enroll  in  an  institu- 
tion under  an  ability  to  benefit  provision,  as  determined  by  a  test 
or  counseling,  and  be  eligible  for  student  aid. 

Our  draft  audit  report  on  a  chain  of  14  technical  schools  de- 
scribes how  students  at  the  chain  received  $37  million,  even  though 
at  the  schools  we  visited,  students  were  not  properly  tested  to  de- 
termine their  ability  to  benefit. 

In  the  case  involving  Continental,  which  I  mentioned  before,  the 
lawsuit  alleges  that  Continental  employees  altered  wrong  answers 
on  ability-to-benefit  tests,  which  changed  failing  grades  into  pass- 
ing grades,  or  provided  the  potential  students  with  answers  to 
assure  that  the  individual  could  enter  the  school.  Individuals  who 
had  physical  disabilities  which  would  prevent  them  from  driving  a 
truck  or  from  obtaining  a  license  to  do  so  were  enrolled.  Individ- 
uals were  enrolled  who  could  not  get  licenses  because  of  prior  driv- 
ing or  criminal  records  or  who  were  serving  prison  sentences  at  the 
time  which  could  prevent  them  from  attending  resident  training 
within  a  reasonable  period  of  time. 

As  a  result  of  the  Office  of  Inspector  General's  investigation,  a 
Boston  grand  jury  returned  a  12-count  indictment  in  October  of 
1979,  charging  Wilfred  American  Education  Corporation,  Wilfred 
Academy,  Inc.,  and  American  Business  Institute,  Inc.,  with  mail 
fraud  involving  a  scheme  to  defraud  the  department's  student  aid 
programs  of  over  $10  million. 

The  indictment  alleges  that  the  defendants,  through  its  employ- 
ees, engaged  in  a  complex  scheme  from  prior  to  1979  until  at  least 
1986,  to  defraud  the  Department,  Wilfreds  students  and  prospec- 
tive students  by  means  of  false  and  fraudulent  pretenses,  represen- 
tations and  promises,  and  material  omissions,  including  falsifying 
ability-to-benefit  tests. 

Our  audit  of  Ultissima  Beauty  Institute  showed  that  the  school 
used  four  different  tests  to  determine  whether  students  could  bene- 
fit from  training.  One  of  the  tests  was  a  bogus  exam*  according  to 
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the  exam  publisher.  Two  other  tests  were  untimed  or  otherwise  im- 
properly administered  in  ways  that  invalidated  the  results.  Tests 
available  only  in  English  were  included  in  files  of  non-English- 
speaking  students,  and  many  of  the  files  contained  answer  sheets 
that  appeared  to  have  been  altered.  Ultissima  employed  commis- 
sioned sales  persons,  and  through  interviews  and  a  review  of  the 
school's  sales  manual,  we  found  that  ability-to-benefit  tests  were 
used  largely  as  sales  tools,  rather  than  to  properly  screen  students 
abilities. 

Our  audit  of  the  Hausman  Computer  School  disclosed  that  this 
school  used  false  high  school  diplomas  to  admit  virtually  all  of  its 
students.  ,  , 

Senator  Nunn.  Excuse  me.  What  is  happening  to  these  schools, 
once  you  make  these  findings?  What  happened  to  Wilfred,  what 
happened  to  Ultissima?  . 

Mr.  Thomas.  Well,  in  the  case  of  Wilfred,  they  have  been  indict- 
ed in  the  jurisdiction  of  the  State  of  Florida,  as  well  as  in  Boston, 
and  trial  in  Florida  is  scheduled  for  the  first  week  in  March,  so 
that  one  is  pending. 

Ultissima,  I  am  advised  by  Mr.  Strong,  is  pending  before  a  State 
court  at  this  time. 

Senator  Nunn.  A  criminal  case? 

IVIr  Thomas  Yes  sir 

Our  audit  of  the  Hausman  Computer  School  disclosed  that  they 
used  false  high  school  diplomas  to  admit  virtually  all  of  its  stu- 
dents. The  audit  recommended  refund  of  all  Pell  Grants  and  guar- 
anteed loans  received,  a  total  of  about  $24  million,  and  repayment 
of  interest  and  special  allowances.  Based  upon  our  investigation, 
the  two  owners  were  both  sent  to  prison  and  ordered  to  pay  about 
$1.8  million  back  to  the  government. 

In  the  issue  area  of  refunds,  we  found  that  certain  schools  ire 
not  making  required  refunds  of  federally  funded  tuition  when  Lhe 
students  drop  out  of  training,  which  results  in  increased  costs  to 
the  student  borrowers  in  terms  of  amount  of  debt  and  to  the  de- 
partment in  terms  of  interest  and  special  allowance  payments  and 
defaults  when  they  occur.  . 

For  example,  our  audit  of  the  National  Technical  Schools,  in  Los 
Angeles,  disclosed  that  the  school  did  not  make  refunds  to  students 
who  had  withdrawn  by  not  submitting  lessons.  We  found  about  $3 
million  owed  to  students  under  the  school's  refund  policy.  In  addi- 
tion, we  found  that  the  school's  policy  was  not  fair  or  equitable  and 
that  students  were  overcharged  a  total  of  $75,000  for  registration 
fees  and  over  $380,000  for  equipment  that  they  did  not  receive. 

In  November  of  1989,  the  California  Attorney  General  filed  a 
consumer  protection  action  against  the  school  in  superior  court,  al- 
leging that  the  school  made  numerous  false  representations  about 
its  teaching  program.  The  suit  asks  for  $22  million  in  restitution 
and  $2  million  in  fines.  ,  . 

We  have  identified  two  issue  areas  involving  lenders  participat- 
ing in  the  student  aid  program.  These  are  performance  of  due  dili- 
gence requirements  to  assure  collectibility  of  loans,  and  payment 
of  origination  fees  due  to  the  department  for  each  loan. 

Lenders  participating  in  student  loan  programs  are  required  to 
perform  certain  actions  within  specified  time  frames,  to  help 


ERIC 


43 


37 


assure  the  coilectability  of  student  loans.  These  actions  constitute 
due  diligence  in  loan  management.  To  determine  whether  lenders 
were  meeting  the  due  diligence  requirements,  we  analyzed  the  re- 
sults of  101  lender  reviews  conducted  by  13  guarantee  agencies 
during  1987  and  1988,  and  found  that  87  percent  of  the  lender  files 
reviewed  contained  what  we  considered  to  be  due  diligence  excep- 
tions. 

The  Baybanks  Credit  Corporation  is  an  example  of  due  diligence 
problems,  as  disclosed  by  our  investigation.  On  February  2,  1990, 
the  Baybanks  Credit  Corporation  pled  guilty  in  Boston  to  a  one- 
count  information  charging  the  corporation  with  fraud  involving 
falsification  of  documents  related  to  the  guaranteed  student  loan 
program.  As  part  of  its  plea,  the  corporation  agreed  to  pay  a 
$500,000  criminal  fine  and  make  restitution  of  almost  a  quarter  of 
a  million  dollars  to  the  department. 

There  was  evidence  that  officers  directed  student  loan  collectors 
to  fabricate  computerized  records  of  collection  activities  in  the  col- 
lection correspondence  and  60-day  delinquency  notices.  There  was 
evidence  that  student  loan  collectors  back-dated  collection  cards 
and  collection  correspondence.  Collectors  and  some  officers  also 
traced  signatures  onto  forbearance  agreements. 

Another  example  of  the  due  diligence  problems  is  Florida  Feder- 
al Savings  Bank.  A  Federal  grand  jury  in  Tampa,  Florida,  returned 
a  43-count  indictment  in  September  of  1989,  alleging  that  the  Flori- 
da Federal  Savings  Bank,  through  its  officers  and  employees,  sub- 
mitted up  to  17,000  fraudulent  insurance  claims,  worth  approxi- 
mately $35  million,  for  principal  and  accrued  interest  on  guaran- 
teed student  loans. 

The  indictment  charges  Florida  Federal  and  two  former  officers. 
It  alleges  that  default  claims  were  supported  by  documents  falsely 
reflecting  that  certain  collection  activity  was  performed  on  the 
loan  accounts  and  that  the  two  former  officers  instructed  other 
bank  employees  to  create  false  records  to  show  that  required  collec- 
tion activity  was  performed. 

Senator  Nunn.  Let  me  ask  a  question  here.  When  somebody  files 
17,000  fraudulent  insurance  claims,  worth  approximately  $35  mil- 
lion, that  must  indicate  they  think  that  the  people  they  are  filing 
those  with  are  incompetent.  I  mean*  what  is  the  reputation  out 
there  in  the  field  of  this  program  and  those  who  administer  it?  Is  it 
one  of  just  pure,  total  incompetency,  or  is  it  one  of  staff  being  so 
overwhelmed  that  they  cannot  possibly  handle  the  job?  I  mean  you 
just  do  not  see  this  kind  of  flagrant  efforts  of  fraud,  unless  people 
think  that  everybody  who  is  managing  the  program  is  asleep.  Do 
you? 

Mr.  Thomas.  It  is  always  difficult  to  characterize  these  and  try  to 
ascribe  reasons  or  motives  for  people's  actions,  Mr.  Chairman.  Cer- 
tainly, the  people  who  would  do  this  would  feel  that  they  would  not 
be  detected  or  else  they  would  not  do  it-  That  would  have  to  be  the 
conclusion  that  one  would  '•each. 

In  the  case  of  Florida  Federal,  they  would  have  gone  to  the  guar- 
an  tee  agency  with  these  17,000  claims  that  we  allude  to  there,  and 
ultimately  on  to  the  Federal  Government  for  reimbursement. 

Senator  Nunn.  Well,  do  you  know  of  anything  like  this  that 
occurs  in  the  non-governmental  world? 


38 

Mr.  Thomas.  Well,  not  being  that  familiar  with  it,  all  I  know  is 
what  is  in  the  papers  on  the  Federal  savings  and  loan  thing,  and  it 
seems  like  that  is  pretty  substantial,  perhaps  in  other  areas  than 
student  loans,  maybe  some  of  the  other  kinds  of  activities  that  they 
have  as  well.  I  really  do  not  know  specifically. 

Senator  Nunn.  How  was  this  detected?  Did  the  guarantee  agency 
determine  that  these  were  fraudulent,  or  did  somebody  go  m  and 
audit  it,  or  what  happened?  .    ,  .  „ 

Mr.  Thomas.  As  I  recall,  on  this  one  we  received  information 
from  a  former  employee.  The  former  employee  had  notified  the  in- 
stitution itself  and  thev  had  notified  the  Federal  Government  and 
we  did  some  investigative  work,  we  were  assisted  quite  a  bit  by  the 
Federal  Bureau  of  Investigation,  and  through  the  United  States  At- 
torney in  Tampa  the  indictments  came  about.  I  think  that  they  did 
originally  discover  this  inside  by  an  employee. 

Senator  Nunn.  Okay.  Go  ahead. 

Mr  Thomas.  We  have  also  found  some  problems  with  the 
program,  that  the  General  Accounting  Office  referred  to  this  morn- 
ing. Certain  proprietary  schools  have  increased  their  tuition  tees 
and  have  improperly  certified  dependent  student  eligibility  tor  bLb 
loans,  which  increases  the  volume  of  SLS  dollars  coming  into  the 

^ToiHustrate,  our  ongoing  audit  of  a  chain  of  beauty  schools  dis- 
closed that  the  schools'  tuition  increased  at  the  same  time  that  the 
SLS  program  was  introduced  to  the  proprietary  schools  sector,  in 
September  of  1985,  tuition  at  the  school  was  $4,395.  In  March  oi 
1988,  when  the  SLS  money  became  available,  ^^^n^^reased  to 
$9,007.  At  another  school,  tuition  increased  from  $3,950  m 
to  $6  550  in  1989-90,  but  will  decrease  to  $4,000  m  1990-91,  because, 
according  to  that  school's  director,  the  school  lost  its  participation 

mWeSo  Eawsome  concern  about  the  PLUS  program  that  you 
heard  the  General  Accounting  Office  talk  about  this  morning.  Cur- 
rent PLUS  regulations  do  not  require  loan  recipients  to  appear 
before  either  the  lender  or  the  school.  Loan  proceeds  are  sent  di- 
rectly to  the  parent  borrower  on  behalf  of  an  eligible  student, 
whereas  the  proceeds  of  other  guaranteed  loans  provided  to  stu- 
dents are  sent  directly  to  the  school  the  student  plans  to  attend. 

Further,  PLUS  loan  checks  are  made  payable  to  the  parent  bor- 
rower, whereas  the  other  loan  checks  are  made  co-payable  to  the 
student  and  to  the  school.  Recent  investigative  cases  have  illustrat- 
ed the  ease  with  which  ineligible  or  nonexistent  applicants  can  re- 
ceive PLUS  loans.  .  ,  .  .  „  ,  , 
One  other  area  I  would  like  to  cover  is  that  of  the  non-federal 
audits  of  schools  participating  in  the  student  aid  programs.  Ail  in- 
stitutions of  higher  education  are  required  to  obtain  audits  by  non- 
Federal  auditors  at  least  biennially.  In  accordance  with  the  inspec- 
tor General  Act  of  1978,  we  are  required  to  assure  that  these  audits 
meet  the  auditing  standards  issued  by  the  Comptroller  General- 

During  fiscal  year  1989,  we  performed  desk  reviews  on  over  d,000 
student  financial  aid  audit  reports.  A  desk  review  is  a  review  of  an 
audit  report  by  the  Office  of  Inspector  General  in  our  own  offices. 
Of  the  audits  that  we  desk  reviewed,  835  or  27  percent  of  them 
were  found  to  contain  significant  inadequacies  or  other  deticien- 
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cies.  We  also  performed  quality  control  reviews,  which  means  we 
go  to  the  CPA  s  offices  and  review  their  workpapers,  on  192  audit 
reports.  Of  these  audits,  114  or  59  percent  were  found  to  contain 
significant  inadequacies  or  other  deficiencies. 

In  the  most  egregious  of  these  cases,  we  refer  the  auditors  to  the 
State  boards  of  accountancy  for  appropriate  disciplinary  action  and 
to  the  American  Institute  of  CPAs  for  whatever  ethics  actions  they 
have  responsibility  for.  We  have  made  46  such  referrals  since  April 
of  1985.  We  hope  to  see  a  noticeable  improvement  on  audit  quality 
in  1990.  This  is  the  first  full  period  in  which  audits  conducted  in 
accordance  with  the  May  1988  audit  guide  are  due.  Audit  quality 
will,  we  hope,  be  improver!  by  the  use  of  the  new  audit  guide,  by 
the  training  that  we  provide  to  practitioners,  and  by  technical  as- 
sistance provided  to  practitioners  and  others. 

Mr.  Chairman,  Mr.  Levin,  I  appreciate  this  opportunity  to  be 
before  you  and  my  colleagues  and  I  would  stand  ready  to  try  to  re- 
spond to  your  questions. 

Senator  Nunn.  Thank  you  very  much,  Mr.  Thomas,  for  your  tes- 
timony here  today,  which  I  must  say  is  a  pretty  discouraging  pic- 
ture of  the  status  of  this  overall  program,  particularly  the  proprie- 
tary area. 

How  many  staff  people  do  you  have  now  overall,  and  how  many 
do  you  have  working  in  this  student  loan  area  in  the  IG  office? 

Mr.  Thomas.  For  fiscal  year  1990,  the  current  fiscal  year,  Mr. 
Chairman,  I  have  a  total  staff  assignment  of  330  people.  Of  that 
number,  we  have  a  little  over  200  that  are  devoted  exclusively  to 
student  aid,  which  makes  up  about  45  percent  of  the  department's 
budget,  about  65  percent  of  my  staff. 

Senator  Nuns.  So,  two-thirds  of  your  IG  staff,  roughly,  are  work- 
ing in  the  student  aid  area? 

Mr.  Thomas.  That  is  correct,  sir. 

Senator  Nunn.  Do  you  know  how  many  people  are  in  the  De- 
partment of  Education,  not  your  shop  but  the  other  parts  of  the 
Department,  are  working  on  student  aid? 

Mr.  Thomas,  No,  sir,  I  have  no  way  of  knowing  that—very  large 
numbers,  though,  in  the  postsecondary  education  area,  in  particu- 
lar, as  well  as  some,  of  course,  in  the  accounting  system  areas. 

Senator  Nunn.  Is  it  true  that  these  people  in  the  programmatic 
area  are  divided  up,  that  there  is  no  one  Assistant  Secretary,  there 
are  several  that  this  jurisdiction  comes  under? 

Mr,  Thomas.  Well,  I  would  not  characterize  it  the  same  way  that 
I  have  heard  previously  this  morning  The  Assistant  Secretary  for 
Postsecondary  Education  has  administrative  responsibility  for  all 
of  the  postsecondary  education  programs.  Under  him,  there  are  two 
Deputy  Assistant  Secretaries.  One  is  a  Deputy  Assistant  Secretary 
for  Student  Financial  Assistance.  In  this  case,  it  is  a  lady  named 
Bobbie  Dunn,  and  she  has  responsibility  for  ail  of  the  student  aid 
programs. 

Now,  once  you  get  below  her,  then  they  begin  to  be  broken  out 
functionally,  so  that  the  loans  and  the  grants  are  kind  of  intermin- 
gled at  that  point. 

Senator  Nunn,  So,  you  think  that  there  is  some  accountability, 
then? 
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Mr.  Thomas.  I  think  that  you  f**"^^™^*^ 
then  above  her,  Leonard  Haynes,  the  Assistant  Secretary,  wu 

^r^  ^^W^y-eea-y™  say  vou  have 

To  do  your  job  in  this  area,  just  this  area,  how 
^^HSrwJtt^cffi^  there  is  never,  enough  it 

He 

rw  nf  thp  cases  I  alluded  to,  we  started  in  iyb4.  vye  just 

tery  schools  and,  in  some  cases,  independent  *>^^t<2iffff^ 
you  can  see  the  numbers  that  we  cover -with i  our  i audit  staff  is  rela 
lively  small  and,  generally  speaking,  those  that  come  to  our  atten 

^^UT^t^  to  really  cove,  what  percent- 
Vr0SM^WeCSVave  Sated  that  with ^ staff of gogHO 

^32  Tnat  approximately  80  percent  more  than  you 

^"Thomas.  Well,  from  330-the  1991  budget  that  the Pres ident 
has  submitted  increases  that  staff  from  330  to ,360,  so  tftat  is, 
essence,  a  9  percent  increase,  150  difference  m  that, 
^nator  Nunn  A  60  or  70  percent  increase,  anyway? 
Mr  Thomas  Yes.  sir,  whatever  that  number  is.  I  did  not  work  it 

°1££nW  Are  we  seeing  just  ^tod^^g^ 
previous  testimony,  are  there  whole  orchards  in  this  proprietary 
school  area,  whole  orchards  of  bad  apples  out  there? 

Mr  Tjtomas.  I  wish  there  was  some  way  ha we  could  toll  that 
because  that  question  comes  up  frequently.  It  comes  upwnen  4 
tifv  it  comes  up  with  the  Secretary  when  I  talk  to  him  and  witn 
IS  AssfeSnt  Secretary,  and  there  is  no  way  to  flit 
though,  that  with  a  high  degree  of  regufcnty, a  new  *n8^u«on 
keeps  coming  to  our  attention  and  we  continue  to  go  into  it.  eitner 
through  audit  or  through  investigation.  nrerx>nder- 

I  certainly  would  not  go  on  record  as  saying  that the  Pr^ndn% 
ancfofthe  proprietary  schools  out  there  are  bad  apples.  I  do  not 
SSL*  that  But  5  you  have  got  7,000.  what  percentage  has  to  be 
tad  to f  «cup> ByL  Ml  time  angd  to  really  cast  a  big  shadow  on  the 
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evaluate  that?  he  SEA  P"«ram?  How  do  you 

»2?- JSrsjjs:  ferPSee^rnkiinifhat  ar?K Mr-  cuhair- 

of  those  appears  to      relvhT/™ £?L?  Xt  U  seei?8  that  each  one 

ws u4  ^^r^sss  KahM  800,6  fla™ in  *■ 

read  in  vour  statement  *-ut« ,  Z.  •  .  1  Lreor^la-  1  think  as  you 
GMrria  VLT  ,   '  thls  morning,  there  are  only  two  people  in 

SffirAt^ 

to  h"e  totehfe^mean,.lhe  Federal  Government  is  goiDg 

wten  JS^2S££5Z*lU»mr- Chair,nan-  1  think  that 
and  mire  Z2S  f-f^*  °re  M?  more  authority  and  more 
tnnity "for  'SSSS^^SSS^HT  m°re  and  m°">  OPPO'- 

*5SS' JW'jffi^  ^e  state  ,evei  Md 

censine  the  tWrrf  iSiiVu  *  nl  «?*f*itationt  the  second  being  li- 
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9  OftO  schools  and  of  those  2,000  schools,  it  put  about  500  of  them 
L^wa^  list  thSe  that  they  had  questions  ^ 
trative  capability  or  their  financial  responsibility,  and  of  that 
n^Sblr^Eout  So  of  them  went  out  of  business,  including  the  53 
Slffi  to  in  my  testimony,  where  alarg ^^^ay 
dente  and  perhaps  the  Government  were  harmed  along  tne '  waJ- 

perhaps  if  the  Department  were  a  bit  more  dihgent  and i  not 

Nunn.  I  am  told  by  the  staff  tWT wto»  *»  ££ver 

ass  s^^ca'^^M6^ 

Im  Srenlring  for  trial  at  the  same  time.  As  a  matter  of  fact,  they 
JSwBE^uWM For  trial  today,  this  dav  Febma^  20  1990 
But  because  of  one  thing  or  another  they  have  both  been  post- 
poned for  a  period  of  three  or  four  weeks. 

Now  wito  both  of  those  cases  preparing  for  trial,  both  of  them 
behTmSsive Teases,  in  fact,  does  stretch  our  resources  very  thin 
^we^Ic^o  send  People  down  from  toe 
and  from  two  other  regions  in  order  to  help  get  over  mat  numy 
So,  that  is  a  difficulty,  one  which  we  just  shift  priorities  and  deal 

^Senator  Nunn.  Have  you  taken  a  look,  Mrjhomaa, £t  ^ad^ 
sory  committees  or  councils  that  are  supposedly  setup  to  advise 
th7  Department  of  Education  in  these  areas  and  how  they  are 

^Somas.  We  have  looked  at  some,  one  m  pa^cu^,  and  that 

is  toe  one  I  alluded  to  a  few  moments  ^.^^^St^wS 
Stat  advises  the  Secretary  on  the  recognition  of  accrediting  agen 
ctes  We^ued  a  report  recently  on  that  activity  and  we  felt  that 
pS  of  thf  pr7blem  we  found  there  was  that  the  staff  and  the  com- 
mittee were  not  using  the  information  that  was  available  to  it  m 
Sakmg a  ?udgmentSn  whether  to  recommend  a  pwgram  to  toe 
Secreted  whetoer  to  reccgnise  or  not  recognize  accrediting  bodies. 

^^^Sl^tyT^^y  are  doing  an  adequate 

soured ofTa«inTproblem  is  the  fact  that  the  people  who  are  on 
toaJ1dvisSr^n?il,  in  order  to  ^t  know^Jge^fe  pec^to^e 
are  some  of  the  same  people  who  are  involved  ^^a^re^ng 
organizations,  and  so  there  is  this-I  hate  ^  viae  the  term  incest^ 
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area.  I  do  not  know,  but  certainly  that  is  a  nagging  problem  that 
we  confront. 

Senator  Nunn.  Have  you  brought  that  to  the  attention  of  the 
Secretary? 
Mr.  Thomas.  Yes. 

Senator  Nunn.  Has  your  office  reviewed  the  Department's  use  of 
available  information  concerning  schools,  such  as  program  reviews, 
audits,  applications  or  accrediting  body  files?  If  so,  what  have  been 
your  finoings  there? 

Mr.  Thomas.  The  findings,  I  would  say,  Mr.  Chairman,  are  mixed 
in  that  area.  There  is  a  wide  variety  of  information  in  the  Depart- 
ment that  is  available  to  folks.  Some  of  it  is  accessed  and  some  of  it 
is  not  accessed.  What  we  routinely  do,  when  we  go  out  to  do  an 
audit  or  an  investigation,  is  we  check  to  see  whether  there  have 
been  program  reviews,  whether  there  have  been  guaranty  agency 
reviews  or  any  other  kind  of  reviews,  and  we  use  that  as  a  good 
source  of  information,  in  order  for  us  to  structure  some  of  what  we 
are  going  to  do  when  we  go  into  an  organization. 

What  we  find,  though,  is  that  in  some  cases  in  the  department 
there  are  pockets  of  information  which  are  not  accessed  or  accessi- 
ble by  other  parts  of  the  organization. 

Senator  Nunn.  Do  your  general  findings  in  this  overall  area 
apply  strictly  to  the  loan  programs,  or  are  they  also  applicable  to 
the  Fell  Grant  program? 

Mr.  Thomas.  They  would  be  applicable  across  the  board  to  the 
student  aid  

Senator  Nunn.  Just  wherever  the  money  is? 

Mr.  Thomas.  That  is  correct,  sir.  As  a  general  rule,  the  only  dif- 
ference in  the  requirements  has  to  do  with  course  length  between 
the  grant  and  the  Joan  programs,  but  other  than  that,  substantially 
the  requirements  are  about  the  same. 

Senator  Nunn.  Is  your  office  active  in  referring  cases  to  the  Jus- 
tice Department  for  criminal  prosecution  and  do  you  get  coopera- 
tion from  the  Justice  Department  in  criminal  cases,  generally? 

Mr.  Thomas.  Yes,  sir.  The  Inspector  General  Act  requires  that, 
when  we  find  fraud  against  the  government,  that  we  work  closely 
with  the  Department  of  Justice  and  we  do  with  local  United  States 
Attorneys.  Our  case  agents  in  the  field  work  very  closely  with  the 
Assistant  U.S.  Attorneys  in  the  jurisdiction  where  we  find  prob- 
lems and  we  work  very  closely,  of  course*  with  the  Department  of 
Justice,  and  here  we  also  have  been  supported  rather  well,  I  would 
say,  by  the  Federal  Bureau  of  Investigation  in  some  cases  where  we 
had  to  have  a  very  large  number  of  people  on  the  street  at  any  one 
particular  time. 

Again,  going  back  to  a  couple  of  cases  I  mentioned  this  morning, 
with  the  magnitude  of  them,  there  was  just  no  way  that  our  staff 
could  cover  the  number  of  people  that  had  to  be  interviewed,  some- 
times 600  and  800,  and  in  the  locations  that  they  had  to  go,  and  so 
the  FBI  has  been  very  supportive  in  helping  us  get  through  that. 

The  other  part  of  it,  of  course,  is  our  ability  to  carry  out  the  re- 
sponsibilities. There  are  certain  things  that  we  try  to  do  that  we  do 
not  have  the  power  or  the  authority  to  do,  and  this  has  to  do  with 
the  full  law  enforcement  authority  which  you  have  heard  about, 
perhaps,  from  other  Inspectors  General.  Frequently,  it  gets  to  a 
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point  of  serving  a  warrant  or  making  an  arrest  or  something  of 
Sat  kind,  whe%  our  staff  has  to  back  away  and  bring  one  of  the 
traditional  law  enforcement  agencies  in,  at  their  convenience,  to 
carry  out  those  activities  and  we  have  to  just  sit  and  wait 

(S  the  other  hand,  we  have  agents  who  have  worked  the  case 
right  up  to  the  closure  and  then  Tiave  to  back  away  from  itThey 
would  be  the  ones  that  would  have  the  knowledge  of  what  records 
to  look  for  and  what  records  to  look  at,  once  you  go  in  to  serve  a 
search  warrant,  for  example.  It  makes  it  very  difficult  to  carry  out 

^nafiuNN.  You  have  heard  the  staff  report  this  morning  and 
I  assume  you  have  had  a  chance  to  at  least  give  it  a  preliminary 
assessment.  I  do  not  know  whether  you  have  had  a  chance  to  read 
iHTadvance.  Do  you  generally  agree  with  the  portrayal  of  the 
problems  presented  by  Mr.  Buckley  this  morning? 
P  Mr.  Thomas.  I  have  not  had  a  chance  to  read  that  st atement  Mr 
Chairman.  I  would  like  to  reserve  the  overall  characterization  until 
I  have  had  a  chance  to  do  so.  Certainly,  I  agree  with  many  of  the 

points  that  he  made,  because   ,  . 

Senator  Nunn.  Do  you  take  exception  to  any  particular  point 

that  you  heard  this  morning?  .  .  . 

Mr.  Thomas.  The  only  one  that  comes  to  mmd  immediately  is 
the  one  that  you  already  mentioned,  that  being  

Senator  Nunn.  Accountability?  .  . 

Mr.  Thomas  [continuing].  Accountability,  yes,  sir.  That  is  tne 
only  one  that  comes  to  mind.  ,  ,       .    .  „ 

Senator  Nunn.  Would  you  let  us  know  when  you  have  had  a 
chance  to  review  it,  whether  you  disagree  with  any  parts  oi  it. 

Mr.  Thomas.  Yes,  I  would  be  happy  to. 

Senator  Nunn.  Thank  you. 

Senator  Levin.  . 

Senator  Lkvtn.  Thank  you,  Mr.  Chairman. 

Let  me  commend  you  for  your  tenacity  m  this  area.  You  have 
had  a  long-standing  interest  in  this  issue  and  you  have  pursued  it, 
aTyou  always  doTwith  great  firmness.  Everybody  is  in  your  debt 
for  doing  so,  and  your  staff  as  well. 

Mr.  Chairman,  I  have  an  opening  statement  that  I  would  like  to 

have  inserted  in  the  record.  f  . 

Senator  Nunn.  Without  objection,  it  will  be  made  part  ot  the 

record,  Senator  Levin. 
Senator  Lkvtn.  Thank  you.  . 
[The  opening  statement  of  Senator  Levin  follows:] 

Opining  Statement  or  Senator  Levin 

Mr.  Chairman.  I  waa  in  Detroit,  Michigan,  during  the  height  of  the  scandal  in- 
volving the  HUD  single  family  mortgage  iMurancc  program  in  the  WOr  We  wn 
neeeed  a  weU-inUmUoned  program-getting  low  and  n^derat*  inrcme  P*£P  e  into 
Hn^~vJn#.r«hiD— «>  sour  leaving  behind  over  10,000  abandoned  home*.  That  ecan- 
&^a^W^th^on^SSed  application.,  ineligible  participant,  bad 
SanSimen^  S  oversight  from  the  federal  government,  few  programmatic  pro- 
tections. It  seema  lika  we  never  learn— or  never  chooee  to  learn.    , 

HarTwe  WpSmni  involving  one  of  our  higheat  priontiea  aa  a  ■of^y-the 
ed?S0r^rJhS^  our  you\  people  W.  cannot 
our  preciou.  education  dollar.,  much  leae  the  hundred,  of  **  h*ve 

told  are  being  loat  becauM  of  poor  program  deaign  and  miwnanagement. 
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We've  got  to  turn  this  problem  around— now.  We've  got  to  take  the  recommenda- 
tions we  will  hear  about  today  from  the  Education  Inspector  General  and  the  GAO 
and  get  them  in  place  as  quickly  as  possible.  That  may  require  more  staff— more 
auditors.  But  although  the  upfront  costs  may  be  greater,  the  long  run  savings— in 
dollar  and  human  talent— will  be  worth  it.  We've  learned  th^t  from  the  savings  and 
loan  disaster. 

I  commend  you.  Mr.  Chairman,  for  keeping  our  attention  on  this  massive  prob- 
lem. There  were  hearings  and  promises  several  years  ago,  but  obviously  much  more 
needs  to  be  done.  I  offer  my  assistance  in  working  with  you  and  the  subcommittee 
to  make  sure  that  the  necessary  management  reforms  be  implemented. 

Senator  Levin.  Mr.  Thomas,  you  testified  a  moment  ago  that  a 
1989  audit  disclosed  that  the  department's  financial  analysis  certi- 
fication procedures— these  are  procedures  to  make  sure  that  a 
school's  financial  analysis  is  in  decent  shape,  that  it  is  accurate 
and  in  place — were  not  adequate  to  protect  the  Government  or  to 
protect  students.  And  I  think  you  gave  some  figures  a  few  minutes 
ago  that  of  the  2,000  schools  that  you  looked  at,  500  were  put  on  a 
watch  list,  I  believe. 

Mr.  Thomas.  That  is  my  recollection,  yes. 

Senator  Levin.  How  many  schools  were  actually  de-certified? 

Mr.  Thomas.  To  the  best  of  my  knowledge,  not  any,  Senator. 

Senator  Levin.  Why  is  that? 

Mr.  Thomas.  I  do  not  know  specifically  why  that  is.  I  know  that 
the  due  process  is  a  very  cumbersome  thing  in  the  Department.  For 
example,  one  of  the  institutions  that  I  alluded  to  earlier  this  morn- 
ing, having  to  do  with  the  $366  million  lawsuit  that  the  Govern- 
ment had,  the  Assistant  Secretary,  shortly  after  that  lawsuit  was 
filed,  took  the  tact  that  that  school  should  be  r>ade  ineligible.  In 
fact,  he  made  the  statement  that  that  school  is  r.ot  now  and  never 
has  been  eligible  to  participate  and,  therefore,  tried  to  remove  its 
eligibility  and  that  process  is  still  in  the  courts  today,  and  that  was 
roughly  a  year  and  a  half  ago  that  the  Assistant  Secretary  tried  to 
take  that  action. 

Senator  Levin.  So,  a  hearing  is  required  before  a  school  is  de-cer- 
tified or  rendered  ineligible  because  of  auditing  failures? 

Mr.  Thomas.  It  was  not  prescribed  so,  but  the  courts  held  that  it 
should  have  happened.  In  other  words,  there  was  not  anything  in 
the  regulations  or  the  statute  that  would  say  that,  yes,  you  have  to 
do  that,  but  when  a  temporary  restraining  order  was  issued,  then 
the  courts  said  that  should  have  happened  within  the  department. 

Senator  Levin.  Would  it  be  better  for  us  to  have  eligibility  certi- 
fications run  for  a  certain  number  of  years  and  then  have  to  be  re- 
newed? Would  that  make  it  easier  for  us  not  to  renew  eligibility  or 
certification  in  such  obvious  cases  of  failures  of  procedures  on  the 
part  of  these  schools? 

Mr.  Thomas.  Senator,  I  think  that,  as  we  think  about  these 
things,  we  are  all  searching  for  an  answer  and  I  am  not  sure  that 
there  is  an  answer.  I  think  that  there  are  a  lot  of  bits  and  pieces  to 
it.  Whether,  for  example,  the  school  should  be  relicensed  and 
whether  there  is  some  criteria  that  should  be  presented  at  that 
point,  whether  they  should  be  made  to  be  re-certified  and  they 
have  to  come  in  with  new  statements,  et  cetera,  I  think  each  of 
those  things  is  an  element  to  be  considered  and  part  of  the  process 
to  improve  the  integrity  of  the  program,  certainly. 
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away  that  is  part  of  an  original  approval .' 

and  not  one  of  them  was  ever  decertified.  You  said  15U  ot  tnem 
went  out  of  business,  but  that  was  not  our  srti«. 

Ena^L^N.^aUs  a  large  number  of  schools  that  are  soak- 
ing  up  a  large  amount  of  taxpayer  dollars. 

Senator  "they*  just  continue  in  operation  receiving  these 

benefit  torn  this  Federal  program,  and  we  really  do  nothing  about 

thY0Ubh^ea^o?ked  at  the  accrediting  agencies  and  indicated 
some  problent  apparently,  principally  in  the  proprietary  area,  is 

thMrl  T^mas.  Yes,  sir,  those  are  the  ones  that  we  have  found  the 

m^n«SlCLEViN ^ow  do  we  do  anything  to  recognize  or  not recog- 
vS^JSS^i^J  of  a  sSte?  Is  there  any we 
apply?  If  a  State  has  an  accrediting  agency,  that  is  it  as  far  as  we 
are  concerned,  we  accept  their  conclusions? 

Mr  Thomas.  The  existing  law  and  regulations  call  for  the  secre- 
tary to  recognize  an  accrediting  association.  n__- 

SvnatoT Levin.  Have  we  ever  not  recognized  an  accrediting  asso- 

CiMrnTHOMAS.  I  do  not  believe  we  have.  I  am  told  that  there  have 
been  some  cases  where  they  have  originally  come  m  and  we  have 
STiJSSiSdtiieni  at  that  time,  but  once  m.  we  do  not  have  an> 
knowledge  that  we  have  ever  gotten  one  out. 
Senator  Levin.  Do  we  have  any  process  to  get  one  out,  to  oe-rec 

are  fly  by-night  operations  that  are  abusing  this  program-how  can 

W  M^ThSmas'  Well,  one  of  the  things  that  we  are  recommending 
in  thb^fic  area  of  recognition  of  accrediting  agencies  is  for  the 
love  nS  o  ui  the  information  that  it  has  available  to  it  We 
know  for  example  that  in  a  recent  advisory  meeting,  it  came  to 
^JStS^hSS^  variety  of  infor^tionm  the  depart- 
ment that  was  not  presented  to  the  advisory  J^"J^ 
been  the  advisory  committee  may  have  made  a  different  decision 
We  have  fomSthat  the  amount  of  research  that  is  done  ahead  of 
timp  to  nreoare  for  these  advisory  committee  meetings  is  limited, 
w^are  tSdTthe  STaSilabSty  in  the  department  to  provide 
the  staff  support  for  the  advisory  council. 
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Senator  Levin.  Do  you  have  a  watch  list  for  accrediting  agencies 
in  some  States  which  have  just  not  done  their  job7 

Mr.  Thomas.  We  do  not  have  a  watch  list,  as  such,  no,  sir. 

Senator  Levin.  Can  you  identify  any  accrediting  agencies  in  any 
States  that,  as  a  matter  of  fact,  have  a  very  bad  record  in  terms  of 
accreditation? 

Mr.  Thomas.  To  my  knowledge,  there  is  no  such  list. 

Senator  Levin.  Should  there  be? 

Mr.  Thomas.  Perhaps.  Perhaps. 

Senator  Levin.  Is  it  easy  to  identify,  computer-wise? 

Mr.  Thomas.  There  is  not  an  information  base  anywhere  from 
which  that  kind  of  information  could  come.  But  the  other  part  of 
that  is  that,  again,  we  only  look  at  a  portion  of  the  schools  that  a 
particular  accrediting  agency  accredits,  and  to  say  that  this  very 
bad  one  was  accredited  and,  therefore,  to  say  that  the  accrediting 
process  is  not  good  is  kind  of  a  giant  step,  and  to  say  that  that  ac- 
crediting body  should  have  sanctions  taken  against  it  may  not  be  a 
fair  statement,  and  so  it  is  very  difficult  because  of  the  number 
of — - 

Senator  Levin.  You  could  at  least  ask  those  accrediting  bodies 
that  have  a  large  number  of  schools  that  have  been  accredited  that 
end  up  on  our  watch  list,  what  percentage  of  the  schools  they  ac- 
credit are  on  the  watch  list.  You  could  do  that? 

Mr,  Thomas.  Yes,  sir,  we  could  do  that  and  that  would  certainly 
be  part  of  the  criteria  that  could  be  used  by  the  department  in  its 
recognition  processes,  how  many  

Senator  Levin.  As  far  as  you  know,  we  do  not  do  that? 

Mr.  Thomas.  Correct. 

Senator  Levin.  We  have  heard  a  lot  about  the  default  rate  and 
assume  that  that  is  the  key  indicator  of  schools1  performance,  is 
that  correct? 

Mr.  Thomas.  I  am  not  sure  that  it  is  in  and  of  itself,  Senator. 

Senator  Levin.  I  thought  that,  in  the  Reconciliation  Act,  that  we 
cut  off  SLS  loans  to  schools  that  had  default  rates  of  a  certain  per- 
centage or  more. 

Mr.  Thomas.  That  is  my  understanding,  yes,  sir. 

Senator  Levin.  So,  it  was  a  key  indicator,  at  least  from  Congress? 

Mr.  Thomas.  It  was  a  key  indicator  and  I  think  that  was  a  very 
good  move.  My  own  recommendation  is  that  those  provisions  in 
that  Act  should  be  put  into  the  Higher  Education  Reauthorization 
Act  when  it  comes  about  in  1990-91. 

Senator  Levin.  Well,  I  have  some  difficulties  actually  with  that, 
because  it  seems  to  me  that  you  cannot  and  should  not  just  look  at 
default  rates. 

Mr.  Thomas.  I  agree  with  that. 

Senator  Levin.  Well,  if  you  agree  with  that,  then  we  ought  to 
put  some  other  indicators  in  there  besides  default  rate.  Would  you 
agree  with  that? 

Mr.  Thomas.  Yes,  sir,  I  sure  would. 

Senator  Levin.  Because  is  it  not  true  that  some  schools  that  have 
a  high  default  rate  may  be  doing  a  better  job  of  reducing  that  rate 
than  some  schools  with  a  lower  than  30  percent  default?  In  other 
words,  you  have  got  some  school  populations,  because  of  circum- 
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stances  and  background,  that  are  a  high-risk  population  in  terms  of 
paying  back  loans.  Is  that  not  a  fair  statement? 
Mr.  Thomas.  I  would  say  that  is  true.  ,  n  _ 

Senator  Levin.  And  those  schools  that  take  on  that  challenge, 
and  it  is  a  challenge  for  many  schools,  should  not  be  punished  it 
they  are  doing  a  good  job  of  handling  their  student  loan  program, 
even  though  they  might  have  a  default  rate  that  is  higher  than 
some  other  school  that  has  a  lower-risk  population.  Is_ that  fair? 

Mr  Thomas.  Yes,  sir.  That  is  why  I  stated  earlier,  Senator,  that  l 
do  not  think  there  is  any  one  easy  way  to  get  to  that  right  answer. 
That  certainly  is  a  consideration.  , 

Senator  Levin.  So,  would  it  then  be  fair  to  say  that  you  would 
encourage  us  to  have  a  more  sophisticated  standard,  m  terms  01 
penalties,  than  simply  what  the  default  rate  is? 
Mr.  Thomas.  That  is  right.  That  is  correct.  . 
Senator  Levin.  As  I  look  at  the  default  rates,  for  instance,  in  my 
State,  I  recognize  some  schools  that  have  higher  default  rates  that 
are  very  solid,  good  schools,  that  have  good  loan  programs,  but 
have  a  population  of  students  that,  because  of  economic  circum- 
stances and  background,  makes  it  far  more  likely  that  they  have  a 
higher  default  rate  than  some  other  schools  that  have  lower  de- 
fault rates,  and  I  do  not  think  we  ought  to  punish  those  schools  or 
the  students  that  go  to  those  schools,  providing  their  loan  program 
is  well-handled,  providing  they  have  good  auditing  procedureg  and 
do  all  the  other  things  which  should  be  required  m  a  good  loan  pro- 
gram. 

Mr.  Thomas.  That  sounds  reasonable  to  me.  yes.  sir. 
Senator  Levin.  I  just  have  one  other  question.  Mr.  Chairman. 
Shall  I  take  a  moment  and  do  it? 
Senator  Nunn.  Go  right  ahead.  .  ■ 

Senator  Levin.  As  I  understand  it.  guarantors  and  lenders,  in 
some  instances  at  least,  when  there  is  a  default  and  after  al»U-day 
period  and  they  have  been  paid  off  by  the  government  on  the  loan, 
then  also  do  the  collection  on  those  loans.  Is  that  correct.'' 
Mr  Thomas.  The  collection  of  the  ones  that  have  been  defaulted' 
Senator  Levin.  And  for  which  they  have  already  been  paid  by 

the  government. 

Mr  Thomas.  That  is  correct,  yes. 

Senator  Levin.  Now,  does  that  not  create  a  conflict  ot  ^rest- 
inherently,  when  that  is  done,  because  then  that  lender  or  that 
guarantor  has  less  of  an  incentive  to  collect  the  loan  during  the 
180-day  period,  because  that  person  is  also  m  the  business  oi  col- 
lecting on  old  loans  for  which  they  have  been  paid  off  by  the  gov- 
ernment? And  I  understand  that  they  get  something  like  30  per- 
cent as  payment  of  whatever  loans  they  collect.  I  do  not  know  it  i 
have  stated  that  clearly  enough. 

Mr.  Thomas.  I  think  I  understand  it. 

Senator  Levin.  Do  you  understand  what  I  am  saying?  Is  there 
any  inherent  conflict  of  interest  there?  „ 

Mr.  Thomas.  It  could  be  read  that  w..y,  even  though  the  one  on- 
setting  factor  is  that  if  the  guarantee  agency  s  defeultr ate  gets 
above  this  trigger  figure  that  the  General  Accounting  testi- 
fied to  earlier  today,  then  the  proportionate  share  that  they  get  re- 


55 


49 


imbursed  by  the  Federal  Government  goes  down  and  the  share  of 
what  the  guarantee  agency  has  to  come  up  with  increases. 
Senator  Levin.  Of  the  share  of  what? 

Mr.  Thomas.  Of  the  default  amount.  In  other  words,  if  there  is  a 
$10,000  default  and  if  the  default  rate  of  that  guarantee  agency 
hits  this  trigger  figure,  then  the  Federal  Government  only  reim- 
burses that  guarantee  agency  by,  say,  90  percent,  rather  than  100 
percent. 

Senator  Levin.  Is  that  not  the  default  rate  before  the  180-day 
period  that  I  am  talking  about? 

Mr.  Thomas.  It  is  claims  paid.  I  am  not  sure  about  

Senator  Levin.  Let  me  take  you  one  step  further,  then. 
Mr.  Thomas.  Okcy. 

Senator  Levin.  Dunn?  that  180-day  period,  there  is  an  effort  to 
collect  that  defaulted  lour,   a  that  correct? 
Mr.  Thomas,  Yes,  sir. 

Senator  Levin.  If  the  effort  fails  and  the  case  we  are  talking 
about,  where  the  guarantee  or  the  lender  also  becomes  a  collection 
agency  after  the  180-day  period,  and  the  180  days  ends,  they  are 
paid  off  in  full  by  the  Federal  Government,  then  on  the  181st  day. 
If  they  collect  the  loan,  they  keep  30  percent  of  what  they  collect 
and  keep  everything  that  they  have  been  paid  by  the  Federal  Gov- 
ernment. 

Mr.  Thomas.  That  is  correct.  That  is  my  understanding. 
Senator  Levin.  Does  that  not  create  an  incentive  to  wait  that 
extra  day  to  collect? 
Mr.  Thomas.  It  could.  It  could,  certainly. 

Senator  Levin.  Well,  it  seems  to  me*  it  is  pretty  clear  that  it 
would. 

Mr.  Thomas.  From  what  I  hear  you  say,  it  certainly  could,  but  it 
seems  to  me—I  am  not  100  percent  sure  about  this  timing,  but  it 
seems  to  me  at  the  point  that  it  goes  into  default  is  the  point  at 
which  that  number  begins  to  add  to  that  trigger  figure,  but  I  am 
not  positive  of  that. 

Senator  Levin.  Well,  I  am  afraid  that- — 

Mr.  Thomas.  But  I  understand  your  point. 

Senator  Levin.  There  are  some  heads  nodding  in  the  back  there 
that  are  agreeing  with  what  I  see. 
Mr.  Thomas.  They  may  know  better  than  I. 

Senator  Levin.  Well,  I  may  be  wrong  but  I  am  afraid  the  situa- 
tion is  that  there  is  an  inherent  or  built-in  conflict,  because  the 
same  people  who  were  paid  off  in  full,  then,  after  180  days,  are  also 
in  the  collection  business  in  some  cases  and  they  have  an  incentive 
to  increase  the  amount  of  their  collection  business,  like  any  collec- 
tion agency,  and  all  they  have  to  do  is  wait  for— you  know,  make  a 
feeble  effort  in  the  first  180  days,  get  paid  off  and  then  make  a 
much  stronger  effort  and  then  keep  30  percent  of  what  they  collect, 
after  the  180  days,  which  is  another  part  of  their  business. 

I  would  think  we  at  least  ought  to  look  at  a  prohibition  against 
any  person  who  is  in  the  loan  business  or  in  the  guarantee  business 
from  also  being  in  the  collection  business  after  the  180  days  or 
having  an  interest  as  a  collection  agency.  I  wonder  if  you  could 
give  us  a  report  back  as  to  whether  that  would  not  eliminate  what 
seems  to  be  a  very  inherent  conflict  of  interest. 
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Mr.  Thomas.  Let  us  take  a  look  at  it  and  we  will  give  you  some 
Senator  Levin.  Thank  you. 

Senator  Nunn.  Thank  you  very  much,  Senator  Levin. 

Mr  Thomas  and  your  associates,  do  you  have  anything  elseyou 
would  like  to  bring  to  our  attention  **™™g^h^^l£ 
continue  to  stay  in  touch  with  you  as  we  go  through  these  near 

lntr.  Thomas.  Well,  we  would  be  happy  to  continue .tojvork  with 
ur  spn»t/ir  ard  anything  we  can  provide,  we  would  be  happy  to 
So ^nd  we  wUl  fS%  with  your  staff  and  we  will  obviously 

C0^ter^NNaMr.  Strong,  do  you  or  Mr.  Lane  have  any  other 

comments? 
Mr.  Strong,  No,  sir. 

slnato?  N?N°NSiWe  appreciate  your  help  and  we  will  look  for- 
ward to  continue  working  with  you.  cwmmittf* 

We  will  continue  these  hearings  next  week  The  Subco^ 
will  reconvene  on  Monday,  February  26,  at  9  a.m.,  in  th^ jame 
Toom!  SD-342  Dirksen,  to  receive  testimony  regarding ;  the >  propne- 
tary  schools.  We  are  examining  the  American  Career  Training  Cor 

ration,  then  we  will  hear  from  the  school  president. 

Senator  Levin.  Mr.  Chairman,  do  you  plan  on  having  someone 
from  the  Department  of  Education  testify? 

Senator  Nunn.  Not  next  Monday,  but  we  will. 

Senator  Levin.  At  some  point?  asoocia- 

Senator  Nunn.  Right.  We  also  have  some  request*  from  assocm 
tions  representing  the  proprietary  schools.  We  will  .^f  an> M» 
those  associations  to  submit  statemente  for  the  ^^  ^d  ^w^ 
trv  to  hear  from  some  of  them  at  a  later  date,  depending  on  me 
scheduled  tne  hearings  and  how  long  these  last,  but  we  certainly 
want  the  statemente  because  we  know  there  are  a Jot  of  ^£or£ 
inc  oeoDle  in  private  schools  that  are  doing  a  commendable  job  ana 
wegwZ  te  mPake  it  clear  that  they  would  have ^  every ^PPO^ 
to  be  heard.  We  also  hope  that  these  associations  mll—l  Know 
le  o?  them  are-will  make  a  lot  of  effort  to  strengthen  thrown 
procedures  of  their  membership,  and  any  suggestions  that  these  as- 
KonThave  to  us  about  how  our  a^re^tet  on  licensing  can  be 
improved,  we  would  welcome.  [See  Exhibit  No.  1  on p.  218. 

We  would  particularly  welcome  any  suggestions  that  wd  advise 
the  Federal  Government  on  how  we  ^ee^he  bad 

aDDles  and  the  good  app  es.  That  would  be  very  helpful,  because  we 
know  there are  a  lot  of  good  apples  out  there.  But  when  you  get 
§£  kind [  of  losses  and  this  kind  of  fraud,  something  has  to  be  done 

8lSoUtwe  thank  you,  Mr.  Thomas,  for  being  here  and  we  look  for- 
ward  te  Sinning  to  work  with  you.  and  we  will  continue  the 
hearing  again  next  Monday  morning. 
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[Whereupon,  at  11:40  a.m.,  the  Subcommittee  was  recessed,  to  re- 
convene on  Monday,  February  26,  1990,  at  9  a.m.] 


ABUSES  IN  FEDERAL  STUDENT  AID  PROGRAMS 


MONDAY,  FEBRUARY  26,  1990 

U.S.  Senate, 
Permanent  Subcommittee  on  Investigations, 

Committee  on  Governmental  Affairs, 

Washington.  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Sam  Nunn,  Chair- 
man of  the  Subcommittee,  presiding. 

Present:  Senators  Nunn  and  Roth. 

Staff  Present:  Eleanore  J.  Hill,  Chief  Counsel;  John  F.  Sopko, 
Deputy  Chief  Counsel;  Alan  Edelman,  Counsel;  Kim  Wherry,  Coun- 
sel; Harold  B.  Lippman,  Investigator;  David  B.  Buckley,  Chief  In- 
vestigator; Grace  T.  McPhearson,  Investigator;  Cynthia  Comstock, 
Staff  Assistant;  Declan  Cashman,  Staff  Assistant;  Mariea  Sweeney, 
Staff  Assistant;  Daniel  F.  Rinzel,  Minority  Chief  Counsel;  Stephen 
Levin,  Minority  Counsel;  Carla  Martin,  Minority  Assistant  Chief 
Clerk;  Roger  Ayer,  Detailee  (GAO)  to  the  Minority;  Kim  Corthell 
(Senator  Cohen);  Eric  Whitaker  (Senator  Rudman);  Ellise  Halpern- 
Barnes  (Senator  Stevens);  Bobby  Frankin  (Senator  Pryor);  Scott 
Williams  (Senator  Nunn);  and  Bob  Harris,  Deputy  Staff  Director, 
Full  Committee. 

OPENING  STATEMENT  OF  SENATOR  NUNN 
Senator  Nunn.  The  Subcommittee  will  come  to  order. 
Today,  the  Permanent  Subcommittee  on  Investigations  begins  its 
second  day  of  hearings  on  allegations  of  waste,  fraud,  and  abuse  in 
the  Federal  student  aid  program.  Last  week's  testimony  suggested 
that,  at  best,  the  program  is  in  serious  trouble;  and,  at  worst,  it 
may  be  on  the  brink  of  disaster.  Representatives  of  the  G  jneral  Ac- 
counting Office  reported  that  while  the  volume  of  federally  backed 
student  loans  has  increased  by  83  percent  in  the  last  6  years,  the 
default  rate  for  these  same  loans  has  skyrocketed  by  338  percent. 
As  a  result,  default  costs  now  account  for  36  percent  of  the  total 
program  costs. 

In  that  context,  the  Subcommittee  staff  also  testified  at  last 
week's  hearing  presenting  the  results  of  their  initial  review  of  Fed- 
eral student  aid  programs.  The  staff  testified  that,  in  their  view, 
they  had  not  found  even  one  part  of  the  program  that  was  operat- 
ing efficiently  or  effectively.  Their  findings  cited  poor  communica- 
tion, inadequate  data,  and  an  overall  lack  of  adequate  Government 
oversight  for  a  Federal  program  that,  as  a  result,  is  generating 
huge  windfalls  for  unscrupulous  profiteers  at  the  taxpayers'  ex- 
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pense.  The  staff  quoted  field  personnel  who  candidly  described  the 
^Tns^ectfGenVraf  for  the  Department  of  Education  also  tes- 

h<Thrlubcommitt«  will  this  morning  review  the  findings  of  the 
sta^s  2WSr.  propriety -S—fffi; 

began i  to  uncover  serious  allegations  regarding  the  school  s  partici 

""xXn  tteKtnlS^eek's  hearings,  those  allegations  and 
.  JlSJ^v  I  exoect  we  will  hear  this  morning  heighten  my  con- 
SS  SS  vulnerability  of  these  programs  to  waste, 

"Before morning,  I  want  to  acknowledge  .tot  Mr 

°S^o~ropomt  out  that,  with  rare  exceptions  in 

imr  classified  information  or  danger  to  the  hfe  of  a  ^tness,  ims 

prcSd  to  ?ecS?e  this  moWs  testimony  in  pubhc  session^ 
Without  objection,  we  will  proceed  to  n%.i"XcKreo7.  You 

~o^ 

^you  swear  the  testimony  you  give  will  be  the  truth,  the  whole 
truthf and  nothing  but  the  truth,  so  help  you  God. 

Mr.  Buckley.  I  do. 

Ms.  McPhearson.  1  do. 
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Senator  Nunn.  Okay.  We  are  delighted  to  have  your  testimony 
this  morning.  I  know  you  worked  on  this  a  long  time.  Why  don't 
you  proceed?  Take  your  time,  and  we  will  listen. 

TESTIMONY  OF  DAVID  B.  BUCKLEY*  CHIEF  INVESTIGATOR.  PER- 
MANENT SUBCOMMITTEE  ON  INVESTIGATIONS,  AND  GRACE  T. 
McPHEARSON,  STAFF  INVESTIGATOR  1 

Ms.  McPhearson.  Mr.  Chairman,  good  morning.  We  have  a 
lengthy  statement  today.  Mr.  Buckley  and  I  will  both  participate  in 
the  presentation. 

At  the  initial  stage  of  its  investigation  into  the  issue  of  abuse  in 
Federal  student  aid  programs,  the  Subcommittee  staff  determined 
it  would  be  beneficial  to  review  the  operations  of  a  proprietary 
school,  particularly  a  school  which  seemed  to  be  relying  heavily  on 
Federal  student  loan  programs.  In  December  1989,  we  reviewed  De- 
partment of  Education  files  and  decided  upon  American  Career 
Training  Corporation.  Preliminary  information  disclosed  the  A.C.T. 
1985  student  loan  volume  to  be  $2,941,000,  compared  to  their  1988 
loan  volume  of  $43,971,000.  This  represents  an  increase  in  loan 
volume  of  more  than  $41  million  over  3  years;  in  other  words,  a  1,395 
percent  increase. 

The  corpo> 'ion  does  business  as  the  A.C.T.  Travel  School  and 
the  HART  School  for  Professional  Secretaries.  Files  disclosed  that 
the  schools  operated  only  in  Pompano  Beach*  Florida,  and  had  no 
branch  campuses.  The  course  work  for  both  schools  is  a  combina- 
tion of  correspondence,  which  is  home  study,  and  in-residence 
courses. 

The  school  is  wholly  owned  by  Joseph  and  James  Calareso,  who 
are  president  and  vice  president,  respectively.  The  corporation  oc- 
cupies four  buildings  in  Pompano  Beach.  These  include  the  central 
offices,  the  A.C.T,  Travel  School,  the  HART  secretarial  school,  and 
a  research  and  development  office.  The  corporation's  inception  date 
was  June  14,  1982.  According  to  the  A.C.T.  president,  the  travel 
school  was  established  and  licensed  by  the  State  of  Florida  in  Janu- 
ary 1983  and  enrolled  its  first  student  on  February  10,  1983.  At 
that  time*  students  paid  cash,  usually  through  an  interest-free  pay 
ment  plan  with  the  school.  On  May  7,  1985,  the  travel  school  was 
certified  by  the  Department  of  Education  and  determined  eligible 
to  participate  in  the  Guaranteed  Student  Loan  Program.  On  Octo- 
ber 20,  1987,  the  secretarial  school  was  added  to  the  participation 
agreement  with  the  Department  of  Education. 

Today,  the  corporation  is  not  only  licensed  in  the  State  of  Flori- 
da, but  also  in  25  other  States.  As  we  testified  last  Tuesday,  State 
licensing  requirements  vary  widely.  Some  States  require  that  a 
school  be  licensed  prior  to  the  school  conducting  any  business  in 
that  State,  to  include  advertising  and  sales. 

According  to  Joe  Calareso,  the  school  was  accredited  in  1985  by 
the  National  Home  Study  Council,  and  I  quote,  the  "only  accredit- 
ing body  that  will  accredit"  combination  home  study  and  in-resi- 
dence  courses.  Joe  Calareso  is  a  National  Home  Study  Council 
trustee  and  remains  active  with  the  Council.  The  National  Home 


1  See  p  177  for  a  ataft  report. 
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<5*,idv  Council  verified  Calareso's  trustee  status.  In  addition,  A.C.T. 
Sm^^  students  in  the  residency  phase  of  the  course 
torn  the  CaWo  Real  Estate  partnership.  Calareso  told  us  there 
M  *  Wnds  of  proprietary  schools  that  would  fit  m  the  A.C.T. 

PS] bftS&r  1989,  we  conducted  a  P^2f7nTaUah"we 
da  Department  of  Education  licensing  offices  m  ™"™^v*Jl 
notified  the  Department  of  our  intention  to  review  A.C.T.  We  were 
S^en  full  acS£  to  their  files  on  the  school.  We 
ST  Florida  Department  of  Education  planned  a  January  1990  on 
siS  visit  £       school.  We  were  invited  by  the  State  to  attend  as 

0bWhifJ1n  Tallahassee,  we  also  visited  with  and  reviewed  the  files 
of^  s£™  oHS Tof  Student  Financial  Assistance,  Florida  s 

^DurinTttet^sit  we  learned  that,  in  addition  to  Florida,  the 
Ma^dfuitte  and  Pennsylvania  guarantee  agencies  had  recently 
^Sted  reviews  of  A.C  T.  Moreover,  the  Higher  Education  As- 
SSceFounSon  yet  another  guarantee  agency,  had  conducted 
p^amrevfewTand^ 

staff  submits  copies  of  these  reviews  for  insertion  into  the  record. 

WS&^£S™  SSSS-th.  Sub.on^tteeC^rma, 
au!hSa°UfuirinveatigaTion  of  &e  school  » ^^mber  ofMg. 

T>,p  Subcommittee  has  subpoenaed  and  reviewed  a.^.i. 
J£$to$£SS£i*  of  19  guarantee  *^^ZlS££& 
certfin  student  records,  business  records,  and  genera L^uSd^he 
about  former  and  current  employees  of  A.C.T  We  have  secured,  me 
assistance  of  auditors  to  organize  relevant  ma^alf.  example" 

Mr  Chairman,  we  were  not  looking  for  a  ^^^l^^L 
when  we  chose  A.C.T.  As  you  heard  in  testimony  last ^Tuesday,  the 
S^cSt  Serars  files  were  replete  with  examples _  of  tho*e 
Rather  we  chose  this  school  for  our  case  study  due  to  its  substan 

^Sn^that  the  staff  has  made  are  «J 
opinion,  strongly  suggest  intentional  abuse  of  the  guaranteed  stu 
dent  loan  system.  Our  findings  are  as  f°n°^:     ep  .  enroll. 

The  corporation  experienced  a  massive  increase^ in^ 
ment  and  revenue  after  certification  to  participate  m  the  buamn 
S3  S?udeT  Loan  Program.  Our  investigation  djsc bsed  that 
a  r  t  'a  stnrfpnt  enrollment  has  increased  dramatically  since  ivoo. 

Droximatelv  1,000  cash  students.  Tuition  was  $1,295  at  that  time 
TodaT  the  tuition  is  $2,195.  Today,  over  90  percent  of  the  students 
enrolled  in  A.C.T.  receive  federally  backed  student  l^ns-     .  npr 
We  revfewed  the  files  of  the  guarantee  agencies  portfolios  per- 

^the  jffi«5  15  guarantee  agencies 

million*  SSl tte TnumbTr ^and  dollar  value  of  loans  guaranteed !  m- 
SeaS  dramatically  to  18,345  loans  totaling  $46  million  in  1987. 
Volume  remained  at  about  the  same  level  in  1988. 
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According  to  A.C.TVs  financial  statements,  its  inception  was  on 
June  14,  1982,  and  operated  on  a  fiscal  year  ending  May  31st.  For 
the  initial  year  of  operation,  fiscal  year  1988,  A.C.T.'s  revenue  was 
$21,915.  Revenues  increased  moderately  over  fiscal  year  1984  and 
fiscal  year  1985  to  nearly  $383,000  and  $703,000,  respectively.  In 
May  of  1985,  A.C.T,  was  certified  by  the  Department  of  Education 
to  participate  in  the  Guaranteed  Student  Loan  Program.  As  a 
result  of  participation  in  the  GSL  program,  there  was  an  immedi- 
ate impact  on  A.C.TVs  revenues,  which  increased  significantly  to 
$5,481,353  for  fiscal  year  1986. 

During  1986,  A.C.T.  changed  its  accounting  period  from  a  fiscal 
year  to  the  calendar  year  basis.  For  the  7-month  period  ending  De- 
cember 31,  1986,  during  the  transition  period,  revenues  increased 
to  $6.2  million,  exceeding  the  prior  12-month  period. 

Revenues  continued  to  soar  over  the  next  3  years  to  nearly  $17 
million  in  1987,  nearly  doubling  to  $32.5  million  in  1988,  and  reach- 
ing $34.5  million  in  1989. 

During  the  first  3  years  of  existence,  A.C.T.  experienced  net  oper- 
ating losses  which  reached  almost  $91,000  for  the  fiscal  year  1985. 
However,  this  trend  was  reversed  in  fiscal  year  1986  with  the  par- 
ticipation in  the  Guaranteed  Student  Loan  Program.  During  fiscal 
year  1986,  A.C.T.  had  a  net  operating  profit  of  $175,000.  For  the  7- 
month  period  ending  December  31,  1986,  A.C.T.'s  net  profit  in- 
creased to  $2.3  million.  For  1987  and  1988,  A.C.T.  continued  their 
profitable  trend  by  having  net  operating  profits  of  $2.3  million  and 
$3.8  million,  respectively.  For  1986,  A.C.T.  again  had  a  substantial 
net  operating  profit  of  $827,000,  which  decreased  from  the  prior  2 
years  because  of  increased  expenses  without  a  corresponding  in- 
crease in  revenues. 

Review  of  corporation  financial  data  discloses  phenomenal  profits 
for  the  owners.  As  we  have  testified,  during  the  first  3  years  of  op- 
eration, the  corporation  experienced  losses.  However,  that  trend 
was  reversed  after  the  school's  participation  in  the  student  loan 
program.  Moreover,  a  review  of  salaries  and  benefits  to  the  corpo- 
ration's officers,  the  Calaresos,  also  revealed  handsome  profits  for 
the  owners. 

Our  analysis  of  the  executive  officers'  salaries  over  A.C.T.'s  exist- 
ence shows  that  as  revenues  significantly  increased  with  participa- 
tion in  the  Federal  student  loan  program  in  mid-1985,  there  was  a 
corresponding  drastic  increase  in  the  executive  officers'  salaries. 
The  executive  officers  were  Joseph  Calareso,  president,  and  James 
Calareso,  vice  president,  Joseph  Calaresos  1985  salary  was 
$129,000,  and  James  Calareso's  salary  was  $89,000.  In  the  following 
year  of  1986,  the  salaries  rose  astronomically,  with  Joseph  and 
James  Calareso  each  receiving  $1.1  million.  The  increases  repre- 
sented approximately  770  percent  for  Joseph  Calareso  and  1,160 
percent  for  James  Calareso. 

During  the  following  2  years,  salaries  for  each  Calareso  contin- 
ued at  over  a  million  dollars  annually  and  were  approximately 
$1.23  million  and  $1.03  million,  respectively.  During  I9s9,  the  sala- 
ries decreased  to  $533,000  for  Joseph  and  $513,000  for  James.  Over 
the  course  of  the  4-year  period  of  1986  through  1989,  the  total  sala- 
ries received  by  Joseph  and  James  Calareso  exceeded  $7.8  million. 
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As  the  onlv  stockholders  of  the  corporation,  the  Calaresos  re- 
ceived other  benefits  in  addition  to  their  salary  costs  which  aver- 
aged $1.95  million  during  1986  through  1989.  Beginning  in  1987, 
the  Calaresos  received  additional  income  from  the  corporation 
through  stockholder  distributions.  They  also  received  $168,000  of 
funds  in  1987  through  loans  to  stockholders.  Our  analysis  of 
A.C.T.'s  accounting  records  show  that  these  additional  benefits 
were  approximately  $2  million  for  1987  and  exceeded  $1  million  for 
both  1988  and  1989. 

For  1987,  the  benefits  received  from  the  corporation  by  Joseph 
and  James  Calareso  in  the  form  of  salaries  and  stockholder  distri- 
butions were  $4.8  million.  The  benefits  received  by  the  Calaresos 
were  $3.1  million  for  1988  and  $2.3  million  for  1989.  Including  the 
salaries  from  1986,  the  total  benefits  realized  by  the  Calaresos  from 
1986  through  1989  approached  $12  million. 

A  very  low  percentage  of  those  who  enroll  and  receive  student 
aid  ever  graduate  from  the  schools.  The  staff  has  determined  that  a 
very  low  percentage  of  those  students  enrolling  in  A.C.T.  actually 
graduate.  During  the  preliminary  phase  of  this  investigation,  we 
were  told  that  fewer  than  20  percent  of  those  enrolled  in  A.C.T.'s 
courses  actually  graduate  from  the  courses  offered. 

An  October  1989  review  of  A.C.T.  by  its  accrediting  agency,  the 
National  Home  Study  Council,  estimated  that  only  18  to  20  percent 
of  the  school's  students  graduate. 

Joseph  Calareso,  in  information  he  provided  to  the  staff,  claimed 
a  30  percent  graduation  rate  in  1987  and  a  31  percent  graduation 
rate  in  1988. 

Our  analysis  of  subpoenaed  school  records  show  that  for  fiscal 
year  1986  through  fiscal  year  1989,  47,254  A.C.T.  students  received 
Federal  student  loans,  but  only  7,679  students  completed  the  pro- 
gram through  residential  training,  or  16  percent. 

A.C.T.  defaults  are  likely  to  increase  as  loans  come  due.  As  indi- 
cated in  testimony  last  week,  the  Department  of  Education,  based 
on  data  provided  from  the  56  guarantee  agencies,  annually  pro- 
duces a  list  of  default  rates  of  the  schools  participating  in  the 
Guaranteed  Student  Loan  Program.  This  fist,  known  as  the 
COHORT  default  list,  indicates  the  school,  the  number  of  loans  to 
students  entering  repayment  status  for  that  year,  and  the  percent- 
age of  default  claims  paid  by  the  Department  to  guarantors. 

The  Department's  latest  available  data  is  from  1987.  In  that 
year,  of  the  2,039  A.C.T.  students  entering  repayment  status,  23.2 
percent  were  in  default.  You  will  recall  that  in  last  week's  testimo- 
ny before  the  Subcommittee,  representatives  of  GAO  testified  that 
when  a  default  rate  exceeds  20  percent,  the  school  is  required  to 
develop  a  default  management  plan. 

Our  investigation  revealed  that  the  number  of  defaults  for  A.C.T. 
loans  is  very  likely  to  substantially  increase  in  the  future.  General- 
ly, loan  periods  are  for  1  year,  following  by  a  6-month  grace  period. 
The  1987  default  rate  is,  therefore,  most  likely  based  on  1985  loans, 
when  the  total  loan  volume  for  the  school  was  only  2,048.  As  previ- 
ously stated,  the  loan  volume  increased  subs,  antially  over  the  next 
few  years.  Given  the  low  graduation  rate  ani  other  factors,  it  is 
like  that  as  more  loans  come  due,  defaults  will  substantially  in- 
crease. 
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Moreover,  in  last  week's  testimony,  we  cited  several  examples  of 
obviously  erroneous  addresses  for  A.C.T.  students  in  guarantee 
agency  records.  In  the  summer  of  1989,  PHEAA,  the  Pennsylvania 
guarantor  which  now  holds  $69.3  million  in  loans  to  A.C.T.  stu- 
dents, sent  a  questionnaire  to  a  small  random  sampling  of  A.C.T. 
students  having  loans  guaranteed  through  PHEAA.  Over  50  per- 
cent of  the  questionnaires  mailed  were  returned  by  the  post  office 
either  unopened,  marked  "address  unknown,"  "no  forwarding  ad- 
dress", or  "address  does  not  exist."  Other  guarantors  are  reporting 
similar  problems  in  locating  students. 

For  instance,  in  August  1989,  the  Massachusetts  guarantee 
agency  attempted  to  telephone  50  A.C.T.  students  who  held  loans 
that  had  originated  within  the  preceding  6  months.  Only  two  "stu- 
dents" could  be  contacted.  One  of  the  two  said  she  had  never  heard 
of  A.C.T.  The  other  48  telephone  numbers  either  did  not  exist  or 
were  not  assigned  to  the  student  name  indicated  in  the  file.  Aside 
from  raising  questions  of  fraud  and  abuse,  this  type  of  clearly  inac- 
curate location  data  on  students  suggests  it  will  be  extremely  diffi- 
cult to  collect  on  defaulted  loans  in  the  future. 

Very  little  of  actual  profits  are  reinvested  in  the  school.  Our 
review  of  A.C.T.  financial  records  disclosed  that  very  little  of  actual 
profits  are  reinvested  in  the  school,  making  future  recoupment  of 
any  potential  liability  in  the  student  loan  program  difficult.  As 
A.C.T.'s  revenues  increased  significantly  over  the  years,  there  was 
also  a  corresponding  increase  in  both  the  amounts  and  types  of  ex- 
penditures. We  performed  a  detailed  analysis  of  A.C.T.'s  cash  dis- 
bursements for  the  past  3  years  to  identify  large  and  frequent  dis- 
bursements. Many  of  the  expenditures  were  general  and  adminis- 
trative, related  to  the  operation  of  the  school.  However,  there  were 
also  expenditures  for  what  appeared  to  be  investments  and  some 
questionable  items. 

We  classified  expenditures  which  appeared  to  be  investments  as 
disbursements  to  money  market  accounts,  trust  accounts,  and  in- 
surance companies  for  policies  on  the  officers'  lives.  Examples  of 
these  types  of  disbursements  from  A.C.T.'s  operating  accounts  are 
as  follows: 

On  June  21,  1988,  a  $200,000  payment  was  made  to  the  Northern 
Trust  Money  Market  asset  account; 

On  November  3,  1987,  through  October  31,  1989,  there  were  a 
total  of  12  payments  for  $132,382  made  to  the  Manufacturer's  Han- 
over Trust  Company  and  recorded  in  their  accounting  records  as 
an  asset. 

In  addition  to  investments  as  described  above,  A.C.T.  made  in- 
creased disbursements  for  rent  and  real  estate  expenditures.  The 
Calaresos  had  diversified  their  holdings  and  began  leasing  building 
space  from  their  Calareso  Real  Estate  partnership.  From  Novem- 
ber 2,  1988,  through  December  8,  1989,  payments  totaling  $445,000 
were  made  to  Calareso  Real  Estate  partnership  from  A.C.T. 

From  our  analysis  of  cash  disbursements  from  1987  through 
1989,  there  were  other  expenditures  which  we  determined  to  be 
questionable  as  to  either  their  propriety  or  large  amount  without 
sufficient  evidence  to  the  source  of  payment  or  nature  of  the  ex- 
penditure. Examples  are  as  follows: 
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For  the  3-year  period,  monthly  charges  to  the  travel  account  and 
subsequent  payments  to  the  American  Express  Company  totaled 
$537  000 

Chi  July  28,  1988,  and  again  on  December  1,  1988  there  were 
payments  made  to  Sun  Bank  and  accounted  for  as  distributions 
with  little  description.  The  first  payment  for  $220,000  was  de- 
scribed as  "Sun  Bank-Closing  on  M,"  while  the  second  payment 
for  $308,000  was  described  as  "Sun  Bank-Cashier  s  Check. 

On  May  31.  1988,  there  was  a  $100,000  disbursement  accounted 
for  as  a  distribution.  However,  there  was  no  payee  listed  in  the 
cash  disbursements  journal. 

On  March  24  and  December  21.  1989.  there  were  four  payments 
totaling  $84,427  accounted  for  as  entertainment  with  the  payee 
listed  as  miscellaneous. 

Mr.  Buckley.  I  will  pick  up  the  reading  now,  Senator. 

ACT  failed  to  make  or  substantially  delayed  required  refunds 
of  student  loan  funds  in  cases  where  students  had  withdrawn  or 

Our  review  and  the  program  reviews  conducted  by  the  guarantee 
agencies  disclosed  that  the  school  may  have  a  tremendous  refund 
liability  because  the  school  has  generally  either  not  made  or  sub- 
stantially delayed  required  refunds  to  lenders  for  the  tuition  ot 
canceled  or  withdrawn  students. 

Applicable  Federal  regulations  require  that:  A  school  shall  nave 
a  fair  and  equitable  refund  policy  under  which  the  school  shall 
make  a  refund  of  unearned  tuition ;  "A  school  shall  pay 
each  refund  that  is  due  within  30  days  f.fter  the  date  of  the  stu- 
dent's withdrawal  from  the  school  *  *  and.  "if  the  student  is 
enrolled  in  a  program  of  study  by  correspondence,  the  student  s 
withdrawal  date  is  normally  60  days  after  the  due  date  of  a  re- 
quired lesson  that  the  student  failed  to  submit  in  accordance  with 
the  schedule  of  lessons  *  *  . 

The  school  is  required  to  refund  to  the  lender  any  amount  ot 
unused  tuition  for  students  who  do  not  complete  the  training  of- 
fered. Mr.  Chairman,  I  submit  for  the  record  a  copy  of  an  A.Ul. 
contract,  and  draw  your  attention  to  the  reverse  side  of  the  torm: 
Refund  Policy  and  Failure  to  Complete  Course.  m 

As  confirmed  to  us  by  A.C.T.  employees,  the  scnool  s  long-stand- 
ing practice   „■      ,  . 

Senator  Nunn.  Excise  me,  Mr.  Buckley.  Do  you  have  these  ex- 
hibits numbered? 

Mr.  Buckley.  Yes,  sir;  we  do. 

Senator  Nunn.  We  have  already  had  two  or  three  that  have  been 
referred  to.  Could  you  bring  us  up  to  date  now  and  lets  get  the 

record  complete?  »t    -»  r 

Mr  Buckley.  Certainly.  That  would  be  Exhibit  No.  7,  a  copy  ot 
this  enrollment  agreement  contract.  [Exhibit  No.  7  may  be  found 
on  p.  223.) 

Senator  Nunn.  Let's  give  each  one  of  them  a  number  and  a  title 
as  we  go  along. 
Mr  Suck  ley  Olcsy  • 

Senator  Nunn.  That  is  No.  7.  Without  objection,  it  will  be  admit- 
ted. Have  the  first  six  been  requested  for  admission  to  the  record.-' 
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spondence  program-whieh  is  lessons  1  through  10-sendmg  in  her 
IS  lesson  on  December  22.  1987.  Marrocco  wrote  to  the  school  no- 
tifying the  school  of  her  wish  to  withdraw  on  January  3.  1988,  and 
the  school  reimbursed  Marrocco  $495,  which  is  only  th*  resident 
tuition  portion  of  the  course.  No  refund  was  issued  for  the  $bOU- 
one-half  of  the  correspondence  tuition.  It  is  important  to  note  that 
the  Government-State  and  Federal-has  no  way  to  assist  the 
cash-paying  student  if  the  student  resides  out  of  State.  The  Depart- 
ment of  Education  and  the  guarantors  are  only  interested  »n  Feder- 
ai  aid  recipients,  and  in  this  case  Florida  State  reviews  only  the 
files  of  Florida  residents.  , 
[Information  regarding  this  student  was  marked  Exhibit  No.  9  and 
mav  be  found  in  the  Subcommittee  files  ] 

As  will  be  further  described  below,  recent  program  reviews  by 
guarantee  agencies  and  A.C.T.'s  accrediting  agencies  have  also  un- 
covered problems  in  the  school's  refund  policy.  In  one  case,  A.C.T.. 
at  the  direction  of  the  Higher  Education  Assistance  Foundation. 
HEAF,  has  reconstructed  the  student  aid  files  of  loans  guaranteed 
bv  HEAF  To  date,  A.C.T.  has  reimbursed  to  HEAF  almost  $  1  mil- 
lion in  refunds  on  past  loans.  HEAF  is  to  compute  and I  advise 
A.C.T.  of  the  amount  A.C.T.  must  render  to  the  department  of 
Education  for  the  special  allowance  and  interest  the  Department 
had  to  pay  on  the  previously  unrefunded  amount. 

The  school  has  submitted  students  for  Federal  student  aid  who 
do  not  have  an  ability  to  benefit  from  the  training  as  required  by 
Federal  regulations.  Applicable  Federal  regulations  require  that  to 
be  eligible  for  a  guaranteed  student  loan  m  a  proprietary  school,  a 
student  must  have  a  high  school  diploma  or  its  equivalen  or  have 
the  ability  to  benefit  from  the  training  being  offered.  Under  the 
regulations,  ability  to  benefit  can  be  shown  by:  one.  administration 
of  a  nationally  recognized,  standardized,  or  industry-developed  test, 
two.  receipt  of  a  GED  before  the  earner  of  the  student  s  graduation 
or  the  completion  of  1  year  of  the  program;  or,  three,  ^Hment 
and  successful  completion  of  a  remedial  program  prescribed  by  the 

ltihi I  thecase  of  A.C.T.,  our  investigation  revealed  that  A.C.T  had 
procured  Federal  student  loans  for  students  who  had  no  high 
school  diploma  and  who  had  not  demonstrated  an  ability  to  benefit 
as  defined  bv  the  regulations.  „  ,        „  * 

Mr.  Chairman,  I  offer  as  Exhibit  No  10  for  the  record  a  copy  of 
the  school's  Personal  Qualification  and  Profile  Form.  This  form  is 
designed  to  be  filled  out  by  the  enrollee  during  the  visit  by  the 
school's  sales  representative.  Based  on  the  information  provided  by 
the  student,  the  commissioned  salesman  determined  if  the  appli- 
cant has  the  ability  to  benefit,  „^  , 
Senator  Nunn.  Without  objection,  it  will  be  part  of  the  record. 
[Exhibit  No.  10  may  be  found  on  p.  226.)                     ..  ^r 
Mr  Buckley.  In  Block  II  of  the  form,  there  are  questions  per- 
taining to  the  applicant's  education.  It  was  the  school  s  Jong-stand- 
ing policy  to  admit  students  who  did  not  have  a  high  school  diplo- 
ma or  GED  as  long  as  the  student  certified  that  he  or  she  was  m 
the  process  of  obtaining  one.  . 

On  the  reverse  side  of  this  PQP  form,  you  will  note  a  section  to 
be  completed  by  the  sales  representative,  certifying  that  the  appli- 
cant has  an  ability  to  benefit. 
O 
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Our  check  of  student  files  also  disclosed  that  the  school  had  been 
enrolling  students  who  did  not  possess  high  school  diplomas  or 
OM)  certificates.  Moreover,  the  school  did  not  verify  the  claims  of 
students  that  they  were  diploma  or  certificate  holders.  Our  review 
ot  student  files  at  the  school  disclosed  several  files  for  applicants 
who  did  not  possess  either  a  high  school  diploma  or  a  GED  ertifi- 
cate  at  the  time  of  enrollment.  In  some  cases,  the  forms  indicated 
that  the  students  were  in  the  process  of  completing  a  GED  and 
their  expected  completion  data  was  listed  only  as  "ASAP"  The 

fho^^'oTcases.1'^1"6  teStimony  later  this  mornin&  regarding 
Further,  the  school  enrolled  students  based  on  the  sales  repre- 
sentative s  certification  that  the  student  had  the  ability  to  benefit 
from  the  responses  during  the  sales  pitch  meeting.  According  to  a 
former  representative  of  A.C.T.  that  we  have  interviewed,  no  writ- 
ten test  has  ever  been  used  by  the  school  in  making  this  determi- 
nr!°n  °f  an  ability  to  benefit,  and  student?  «'ithou'  ?  demonstrat- 
ed ability  to  benefit"  were  not  offered  or  referred  to  remedial 
training. 

M.r^CJairI^an*  1  submit  for  the  record  Exhibit  No.  11,  a  copy  of 
an  a.C.T.  student  file. 

[Exhibit  No.  11  may  be  found  on  p.  226  ] 
Senator  Nunn.  Without  objection,  it  will  be  admitted 
tk^rt  U^Y-  We  have  deIeted  the  identifying  information  from 
a  file.  This  student  was  enrolled  on  May  1,  1989,  paid  $10  cash 

]£}mV°,n  Wa%Paid  in/uI1  on  June  25.  1989.  from  a  guaran- 
teed student  loan.  This  student  completed  7  lessons  according  to 

August  29ai9&9       m  '  and  the  IaSt  °ne  was  received  ^ 

tuThJf  s.tudent  did  not  Possess  a  high  school  diploma  or  GED.  but 
the  tile  indicates  that  she  was  in  the  process  of  completing  such.  If 
£mLh™  d0Se,y'  handwrit*ng  in  the  blocks  answering  those 
questions  appears  different  from  the  other  entries  on  the  form 

nJ^i!r;  m0^?^  yoU  Iook  through  the  file  that  the  student  re- 
peatedly failed  the  tests,  despite  the  high  grades  listed  on  the 
school  s  log  m  the  front  of  the  file.  This  student  was  canceled  from 
the  program,  but  there  is  no  indication  that  a  refund  was  made. 

I  he  school  s  director  of  education  did  tell  the  staff  that,  although 
rare  there  are  some  students  that  the  instructors  feel  are  incapa- 
,SUCCe8S^UlIy  C0"?Pieting  the  course  work.  They  are  sent  home 
complete  of  the  in-residence  portion  of  the  training.  The 
H  S?f°LCi^  &T}-  examPIe  <>f  a  severely  dyslexic  person  who  was 
iTif^'  P6  dlrector«  when  asked,  said  the  field  representative 
makes  the  determination  whether  a  student  has  t  ability  to  com- 
plete the  program.  J 

f  4*  rreviev\°l the  init]al,  application  to  the  Department  of  Educa- 
tion for  certification  of  the  A.C.T.  Travel  School  disclosed  that  the 
application  was  dated  March  11,  1985,  and  signed  by  Joseph  Calar- 

vSO. 

th?n«iIle.?Ppii^ti0n'  9aIareso  answered  the  following  question  in 
Sh  cttVS:-  ,DoeS  the  institution  admit  any  students  without 
?«? Vu  dlPiomas  or  the  recognized  equivalent  (GED  Certificate) 
ior  the  purpose  of  obtaining  a  degree  of  certificate." 
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students,  pot  graduating  them.  morning  will  confirm,  our 

[Exhibit  No.  12  may  be  found  on  p.  228.] 

frSS^'j^^S^-^  representative  su- 

tives.  This  memorandum  is  a  compilation  ^  fdvertisi ni g  ana 
ideas  for  the  sales  representatives  to  use.  I  irouW  like  to  draw  yo 

a«  sse  &^w=^j^r 8ign 

apartments.  Give  group  presentation. 
"College  career  days  on  black  campuses.  >( 
"Food  stamp  offices-leave  referral  cards. 

their  financial,  educational,  and  ^P^rSkrTsdhS  fndustry. 
feel  that  they  became  the  prey  of  the  proprietary  $d 

Salesmen  presented  \^fj}«™^  were  told  That  the 
lead  after  attending  A.CT ^ditionri  v  ™%^*™deTfni><  life- 
Government  would  back  them  n^«^n mis  outcorae  to 
changing  endeavor.  These  students  have  exj^nencea  an  iv 

threat  of  defaulting  on  their  loan,  and  no  educational  oene 
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present  to  society  or  the  labor  force.  We  do  not  believe  these  stu- 
dents to  be  the  exceptions. 

The  staff  also  contacted  a  number  of  A.C.T.  graduates  to  find  out 
about  their  experiences  with  the  school  and  to  be  sure  the  re- 
sponses we  were  getting  were  from  a  representative  sample  of  the 
entire  student  population.  Graduates'  opinions  of  the  school  varied 
from  one  extreme  to  the  other.  Some  of  these  students  were  appro- 
priately employed  in  the  industry  for  which  A.C.T.  had  trained 
them.  Others  said  that  they  were  unable  to  find  such  jobs,  borne 
graduates  said  A.C.T.  had  truthfully  portrayed  itself;  others  dis- 

Our  review  of  the  school's  actual  operations  also  suggests  a  lack 
of  emphasis  on  training  and  education.  The  courses  offered  by  the 
school  are  combination  home  study  and  in-residence.  Correspond- 
ence lessons  are  graded  and  returned  to  students  by  telephone  re- 
ceptionists, not  instructors.  As  a  former  student  will  testify  today, 
those  who  call  in  with  questions  concerning  course  work  were  not 
counseled  by  instructors,  but  told  to  answer  the  questions  to  the 
best  of  their  ability.  For  both  schools,  there  are  only  23  employees 
listed  as  instructors.  By  contrast,  the  schools  employ  approximately 
109  commissioned  sales  representatives. 

Moreover,  the  operations  of  the  student  financial  aid  section  are 
quite  sophisticated,  with  over  70  employees  processing  scores  of 
new  loan  applications  per  day. 

The  financial  aid  office  is  divided  into  10  sections,  each  having  a 
specific  duty  to  perform.  A  current  employee  of  the  school  told  the 
staff  that,  on  an  average  day,  up  to  100  loan  applications  are  com- 
pleted and  sent  to  enroilees.  Loan  counselors  receive  information 
from  students  by  telephone,  complete  the  loan  forms  which  are 
then  mailed  to  the  student  for  signature.  Today,  students  receive 
applications  for  both  Stafford  and  Supplemental  Loans,  already 
completed  by  the  school  employees,  to  sign  and  return  to  the 
school. 

During  the  staffs  visit  to  the  school  in  January,  we  were  also 
told  about  several  contests  that  have  been  held  in  the  financial  aid 
section.  Employees  are  rewarded  with  prizes  for  the  highest 
number  of  loan  applications  processed  during  the  contest  period. 

Receptionists  are  also  rewarded  for  handling  the  highest  number 
of  telephone  calls,  and  sales  representatives  participate  in  ongoing 
contests  for  the  highest  number  of  students  enrolled.  No  one  we 
spoke  to  was  aware  of  any  contests  held  among  the  instructional 
staff  or  placement  office  staff. 

Finally,  our  review  of  A.C.T.  financial  records  revealed  that 
training  and  education  expenses  were  dwarfed  by  advertising  and 
sales  costs.  Our  analysis  of  corporation  expenses  during  the  period 
1986  through  1989  revealed  that  in  fiscal  year  1986  instructors  sal- 
aries were  1.3  percent  of  revenues  and  advertising  was  7  percent  of 
revenues.  For  1988,  instructors'  salaries  increased  to  only  1.4  per- 
cent of  revenues.  During  the  same  year,  advertising  increased  to 
$11  million,  which  was  a  significant  33.8  percent  of  revenues.  Class- 
room materials  for  fiscal  year  1986  were  .4  percent  of  revenues  and 
decreased  to  .3  percent  of  revenues  in  1989.  In  fiscal  year  1986, 
there  was  no  salary  category  for  admission  representatives  which 
totaled  $5,935,000,  or  17.2  percent  of  revenues  in  1989. 
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In  its  October  1989  review  of  A.C.T.,  the  National  Home  Study 
Council  found  that  course  materials  were  "too  amplified  £ expect 
graduates  to  be  prepared  for  more  than  an  entry  level  !*»*ion, 
and  that  "the  home*  study  portion  of  the  courses  seems  to  have 
minimal  educational  services."  In  responding  to  the  National 
Home  Study  Council  finding  that  only  a  small  percentage  ofstu- 
dente  graduate,  Joseph  Calareso  attributed  this  to  the  high ax* -of 
the  residential  program  and  not  to  any  deficiency  m  t™"*^- 
lareso  told  the  National  Home  Study  Council,  realistically, 
Sation  rates  will  only  improve  if  students  can  access  additional 
K  of  student  assistance,  such  as  a  Pell  grant  or  an  institutional 

l0Ms.'  McPhearson.  Lack  of  oversight:  too  little  too  late  Our  in- 
vestigation revealed  that  at  every  level  in  the  system,  there  was  in- 
adequate oversight  of  A.C.T.'s  participation  in  Federal  student  loan 

PrWh^eS'there  had  been  oversight,  it  has  come  very  late  in  the 
game!  aftel -  millions  of  dollars  in  federally  backed  loans  have  been 

^  DB^^S^ucation's  review  of  the  school  was  inad- 

*T  January,  we  visited  the  U.S.  Department  of  Education  Region 
IV  in  Atlanta.  Georgia,  the  office  having  jurisdiction  over  schools 
in  Florida.  We  found  that  Region  IV  had  conducted  a  program 
review  of  A.C.T.  in  October  1988.  We  are  submitting  a  copy  of  that 
review  for  the  record,  Exhibit  No.  13. 
[Exhibit  No.  13  may  be  found  on  p.  24rf.J 

Senator  Nunn.  Without  objection,  it  will  be  admitted  to  the 

'^"MCPHEARSON.  As  you  can  see,  the  Department  made  only 
minor  findings  during  that  program  review.  We  W^he  tes£ 
mony  from  a  former  A.C.T.  employee  this  morning  will  explain,  to 
Sme  degree,  why  only  a  few,  relatively  minor  problems  were  de- 

^looking  at  the  October  1988  program  review  conducted  by 
Region  IV,  the  staff  again  visited  regional  h^dquarters  m  Atianta 
to  discuss  methods  of  review  and  findings  at  A.C.T.  interviews 
there  disclosed  that  the  program  review  officer  while  a  seasoned 
employee  with  an  extensive  background  in  education,  had  never  re- 
viewed a  correspondence  school  and  was  unfamiliar  with  the  re- 
quirements fitting  the  institution's  student  financial  «**f*J$ 
at  the  time  of  the  A.C.T.  review.  Officials  noted  that  atthe .  tunt ot 
the  1988  review,  no  one  in  the  institutional  review  section  of  the 
regional  office  had  ever  reviewed  a  correspondence  school.  Ine  re- 
vtfwer  admitted  not  knowing  how  to  address  the  school's  default  or 
withdrawal  rates,  that  she  did  not  hand-pick  the  stodentfil^tebe 
reviewed,  that  she  did  not  interview  students  or  faculty,  and  that 
s^dld  not  report  what  she  considered  inadequacies  m  the  academ- 
ic environment  Neither  did  she  report  her  suspicions  related  to 
Ihe  extremely  high  increase  in  enrollment  over  just  a  .year  s  time 
and  the  extremely  high  percentage  of  ^^J^gS^SS^ 
student  loans.  Further,  the  program  review  did  not  disclose  serious 
questions  regarding  the  eligibility  of  the  secretarial  school. 
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Senator  Nunn.  Did  she  say  why  she  didn't  do  any  of  these 

*SrtfcP»«OH.  Ye",  air.  She  indicated  to .  .  that 
nothing  on  the  forma  that  sh« ,  was i  * ted  to i  t  out 
any  of  these  issu«,,  spectficaUy  »J««Jgo»»  «  attention 
increase  in  ^"^"'^'.^tavond  the  gloss  on  the  page,  that 
« W«SewnS  fs°astked.&they  dogn't  go  any  deeper.  And 

^:z^.  w™\t  sr no  exerdse  ot  iudg" 

meat.  She  was  just  going  down  the  checklist. 

ttXTAndfhe'checltUst  did  not  have  key  questions  that 
rplated  to  the  real  abuses  here. 
CmcPheakson.  In  some  Apartment's  response 

At  this  point,  I  want  to  point  £hool  file  under- 

to  our  initial  request  for  the  program  ^"Tabout  miscommunica- 
Kores  some  of  tie  cnticisins  we  ha jhrtj  ^      ^  ^  D 
tion,  poor  management^  and        ^°Xref£onal  file  on  A.C.T 
partment  We  requested  the >J*g££ &rt £  regional  office  and 

l^VL1^^^^    our  initia!  * 

Twould  also  point  out  ^^VaC^^To^Jc!. 
did  find  some  mi«°V™f£^t'adve^  findings  by  the  Nation- 
Kme  S^"nctu.SdUMtthe  Region  IV  review  as  an  e,- 

•^SSttaSf  Store  of  loans  better,  but  some  are  hesitant 
to  take  action.  .   ,  mA  ^ntartpd  15  had  guaran- 

Of  the  20  guaranty  agencies [t^^^^V 
teed  loans  to  A.C.T.  ^n^ntt|5i^hff  Higher  Education 
Education  Assistance  accomplished  pro- 

mo^oa  SaSebtf  ffiffiS 

ence;  abilitv-to-benefit  requirements  not ^  of  needs 

progress  policy  not  enf ^  £X??oans  processed;  pro- 

analysis  venfication  of  rfU  percent  01  ; »  officials;  failure  to 

San?  changes  not  approved  by  »^pI5^1te  in  Me  IV  pro- 
Obtain  certification  statement  of  P^.?^^^  out^f-school 
^ams;  lack  of  ability  to  ^^Z^or^y^^L  purposes 
lotification  to  lenders  or  guarantors  of  fessom;  excess 

not  being  practiced;  no  sc heoule  tor  summw  determi- 
proceeds  retained  without  written »^^3^i»ve  mthdrawal 
nation  of  student  cost  of  attendance  budges,  excess  ^ 

rate,  above  33  VS^3^S^t£&^       of  commis' 

zej?ejsX^         °f  Titie  IV  loan  pro- 
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grams;  and  misrepresentation  of  U.S.  Department  of  Education  reg- 

UlFoSoting  the  1989  audits  by  the  previously  mentioned  guarantee 
agencies,  Joseph  Calareso  told  us  that  he  "shut  down  the  financial 
aid  operation  for  2  weeks  and  revamped  everything.  He  says  he 
has  since  hired  two  consultants,  who  are  experts  m  Title  IV  pro- 
grams,'*  one  of  whom  was  previously  with  the  National  Home 
Study  Council.  Calareso  said  he  took  this  action  to  get  his  oper- 
ation in  line  with  the  regulations. 

As  we  pointed  out  in  last  week's  testimony,  certean  guarantors 
are  hesitant  to  "pull  the  plug"  on  a  school,  especially  if  the  school 
has  substantial  liabilities  to  the  guarantor.  If  the  guarantor  is  too 
harsh  with  the  school,  the  guarantor  may  never  recoup  the  mone> 
it  had  identified  as  owed.  It  seems  there  is  an  incentive  to  keep  the 
school  in  operation  and  permit  it  to  continue  to  participate  in  the 
Federal  aid  programs  so  the  agency  can  get  its  money  back. 

In  the  case  of  A.C.T.,  despite  the  adverse  findings  listed  above, 
only  two  guaranty  agencies  have  begun  what  is  called  emergency 
action  procedures"  to  suspend  guaranteeing  additional  loans  to 
A.C.T.  students.  A.C.T.  continues  to  receive  guaranteed  student 
loans  through  other  agencies. 

One  guaranty  agency  expressed  concern  about  our  investigation, 
fearing  the  Subcommittee's  inquiry  would  spur  on  harsher  action 
against  A.C.T.  than  it  would  have  received  were  we  not  involved. 

Oversight  by  the  State:  A  different  role. 

As  we  reported  in  last  week's  testimony,  State  licensing  boards 
license  and  review  schools  based  on  their  jurisdiction  as  identified 
by  State  law.  They  do  not  conduct  oversight  on  the  school  based  on 
Federal  financial  aid  regulations.  . 

In  the  case  of  A.C.T.,  the  Florida  guaranty  agency  notified  the 
State  licensing  board  of  the  agency's  adverse  program  review  find- 
ings, and  the  State  launched  an  independent  investigation  ot  the 
school  to  determine  if  the  school  was  operating  within  the  bounds 
of  State  law.  Today,  the  school's  license  is  "under  review  by  the 
State  pending  the  results  of  the  investigation.  The  State  is,  among 
other  things,  investigating  the  courses'  length,  because  the  school 
had  increased  the  clock  hours  of  both  courses  without  the  board  s 
approval.  Moreover,  the  school  is  scheduled  to  reconstruct  loans 
guaranteed  by  Florida  and  to  make  refunds  to  the  guaranty 

agency.  , 

Independent  non-Federal  audit  reveals  nothing  is  wrong. 

The  corporation  was  audited  by  the  CPA  firm  Barton  and 
Gordon  of  Jacksonville,  Florida,  in  June  1988.  On  January  18, 1989, 
the  firm  reported:  .  ,    _    .  «. 

"We  have  performed  the  audit  teste  required  by  the  Student  fi- 
nancial Assistance  Programs,  Audit  Guide  issued  bythe  U.b.  de- 
partment of  Education,  Office  of  Inspector  General,  Office  of  Audit, 
dated  May  1988  as  they  relate  to  the  Stafford  Loan  Program  ot 
American  Career  Training  Corporation  for  the  period  from  July  l, 
1986,  to  June  30,  1988."  ,   .  .        .  .    _4  „    .  .  Mtt 

"In  our  opinion,  the  institution  administered  the  Stal lord  Loan 
Program  in  compliance,  in  all  material  respects,  with  laws  and  reg- 
ulations." 
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Mr.  Chairman,  David  Barton  personally  conducted  this  required 
non-Federal  audit  A  subsidiary  of  Mr.  Bartons  CPA  firm,  JV  and 
Associates,  which  is  co-located  in  Jacksonville,  is  the  consulting 
firm  that  helped  establish  the  A.C.T,  financial  aid  office.  Given 
that  fact,  as  well  as  our  find  *s  and  those  of  the  guaranty  agen- 
cies, we  question  the  independt  ?e  and  the  quality  of  the  audit. 

Senator  Nunn.  Who  asked  for  this  audit?  Was  this  audit  done 
for  A.C.T.  or  done  for  a  guaranty  agency? 

Mr.  Buckley.  It  is  a  required  non-Federal  audit,  required  by  the 
Department  of  Education  regulations. 

Senator  Nunn.  Who  has  the  right  to  select  the  auditor? 

Mr.  Buckley.  The  school  selects  and  pays  the  auditor. 

Senator  Nunn.  So  it  is  required  by  the  Department  of  Education. 

Mr.  Buckley.  Yes,  sir* 

Senator  Nunn.  But  the  school  selects  and  pays  the  auditor. 
Mr.  Buckley.  That  is  correct. 

Ms.  McPhearson.  Accrediting  body  review*  operation  every  5 
years:  "A.C.T.  is  not  the  same  school  today  that  we  visited  in 
1984." 

The  National  Home  Study  Council  accredited  the  A.C.T.  Travel 
School  in  1985.  A  copy  of  the  National  Home  Study  Council  chair- 
man's report  is  offered  as  an  exhibit  to  the  record.  No.  14. 

[Exhibit  No.  14  may  be  found  in  the  files  of  the  Subcommittee.] 

Senator  Nunn.  Without  objection. 

Ms.  McPhearson.  Since  the  National  Home  Study  Council  is  a 
non-Government  body,  it  sets  its  own  rules  on  reviews  and  re-ac- 
creditation, requiring  them  only  once  every  5  years.  In  a  required 
update,  completed  in  January  1990,  of  the  original  accreditation  of 
A.C.T.,  the  Accrediting  Commission  of  the  National  Home  Study 
Council  deferred  action  on  A.C.T. *s  application  for  re-accreditation. 
A  copy  of  the  National  Home  Study  Council  chairman's  report  is 
also  submitted  for  the  record. 

Senator  Nunn.  Without  objection. 

Mr.  Buckley.  That  will  be  part  of  Exhibit  No.  14. 

Senator  Nunn.  Okay. 

Ms.  McPhearson.  The  Commission  decided  that  A.C.T.  needs 
time  to  "achieve  successful  experience  with  its  announced  and  re- 
cently implemented  changes  and  to  verify  compliance  with  the  stip- 
ulations for  continuing  accreditation/'  as  listed  in  its  January  18, 
1990,  letter  to  the  school's  president,  Joseph  Calareso.  In  this  same 
letter,  the  Commission's  executive  secretary,  William  A.  Fowler, 
said  that  they  were  "deeply  concerned  about  the  continuance  {of 
A.C.T.]  as  a  successful,  viable  institution  operating  within  the 
letter  and  spirit  of  the  [National  Home  Study  Council's  Business] 
Standards." 

The  Commission's  decision  to  defer  A.C.T. 's  application  for  re-ac- 
creditation was  based  on  an  examination  report,  the  school's  re- 
sponse to  that  report,  and  other  relevant  documents  and  materials. 
Among  the  major  findings  cited  in  these  various  sources  are: 

Seventy  percent  of  those  who  enroll  in  A.C.T. *s  travel  and  secre- 
tarial courses  qualify  for  Federal  aid  and  begin  the  course; 

Fifty  to  55  percent  of  those  enrolling  complete  the  home  study 
portion  of  the  program  and  about  20  percent  tome  to  resident 
training; 
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Only  20  percent  of  those  enrolling  artually  graduate, 
A  very  significant  contingent  liability,  not  reflected  on ■  A.C.T.  s 
balance  sheet  exists  for  the  school  because  of  ite  heavy  reliance .on 
Federal  financial  aid.  A.C.T.  treats  guaranteed  student  loan  pro- 
•  ce«is  as  revenue,  with  no  reserves  established  per  National  Home 
iudy  0,uncif  Business  Standards.  Therefore,  the  school's  financial 
statement  declaration  of  a  $3.4  million  profit  could  instead ^  actually 
entail  an  actual  loss  of  a  like  amount,  particularly  in  view  of  the 
low  percentage  of  students  completing  the  programs; 

A<lT.'s  financial  statements  fail  to  demonstrate  that  refunds  are 
beinc  made  on  a  timely  basis,  in  accordance  with  National  Home 
Stofy  oSndl  BtSSess  Standards  and  the  U.S.  Department  of 

"ACTS  SriSn  structure  and  fees  are  not  fairly  distributed  for 
each  Dortion-that  is,  home  study  and  resident-of  the  courses,  as 
S^mmended  per  Commission  policy.  Tuition  fee  rations  presented 
^SSSSSSa byTc.T.  inits  September  1985  Progress  Report 
Sued  for  Sting  at  least  33  percent  of  the  total  amount  of  the 
resident  training  component  of  each  combination ^^ccording 
to  the  Commission's  recent  Examining  Committee  ™Jg£™}V * 
percent  of  the  current  tuition  fee  is  allocated  for  the  resident  team, 
mg  component.  The  Commission  sees  such  "front *»*»JJg 
tuition  as  violating  the  spirit  of  National  Home  Study  Council 
Business  Standards  since  it  obligates  a  student  for  a  debt  of  nearly 
$2,000  for  having  completed  only  11  or  more  home  study  assign- 
ments. To  be  employable,  according  to  the  Cem«iission  a  student 
must  complete  the  resident  training,  and  without  this  train  ng, 
there  is  little  to  show  for  the  debt  incurred.  The  significance  of  this 
problem  is  underscored  by  the  fact  that  only  20  percent  of  A.C.T. 
students  actually  attend  the  resident  portion  of  the  course. 
The  Commission  Examining  Committee  report  cites  numerous  in- 

8tSen^to7NuNN.  Let  me  back  up  just  a  minute  You  are  saying 
that  they  have  two  parts  of  this  course:  one  is  at  home,  correspond- 
ence; the  other  is  resident,  at  the  school. 

Ms.  McPhearson.  Yes.  ,    „  4       . .._to  _f 

Senator  Nunn.  Now,  tell  us  again  the  percentage  of  the  costs  ot 
the  overall  course  that  is  allocated  to  the  correspondence  courses 
versus  the  percentage  in-residence.  , 

Ms.  McPhearson.  Only  9  percent  of  the  current  tuition  lee  is  al- 
located for  resident  portion,  and  it  should  be  33  percent. 

Senator  Nunn.  Should  be.  Should  be  by  whose  standards? 

Ms  McPhearson.  The  National  Home  Study  Councils  stand- 

arSenator  Nunn.  So  the  standards  of  the  accrediting  agency  say 
that  at  least  33  percent  should  be  allocated  to  resident  training. 
Ms.  McPhearson.  Yes,  sir. 

Senator  Nunn.  And  in  this  school  s  case,  only  9  percent  was. 
Ms.  McPhearson.  That  is  correct. 

Senator  Nunn.  Does  that  mean  91  percent  was  attributed  to  cor- 
respondence? 
Ms.  McPhearson.  Yes,  sir.  . 
Senator  Nunn.  Are  there  just  two  categories.' 
Ms.  McPhearson.  Yes,  sir. 
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Senator  Nunn.  So  91  percent  was  for  the  correspondence  course? 
Ms.  McPhearson.  Yes,  sir. 

Senator  Nunn.  What  length  of  time  does  that  correspondence 
course  take? 

Ms.  McPkeabson.  That  is  a  good  question. 

Mr.  Buckley.  No  one  really  knows.  It  was  set  at  280  clock  hours 
initially.  Now  it's  up  to  over  600  clock  hours.  They  keep  chang- 
ing—they have  made  no  changes  to  their  curriculum  since  1984, 
but  for  some  reason  the  school  thinks  it  takes  longer  today  than  it 
did  yesterday  to  do  the  course*  By  regulation,  the  entire  course  has 
got  to  take  at  least  6  months  for  the  students  to  qualify  for  Federal 
aid.  And  they  must  complete  it  within  1  year. 

Senator  Nunn.  So  the  effect  of  this— you  are  calling  this  "front 
loading  the  system/'  so  that  91  percent  of  the  total  tuition,  which 
is  usually  Federal  loans,  goes  to  pay  for  the  correspondence  part  of 
the  course. 

Ms.  McPhearson.  Yes,  sir. 

Senator  Nunn.  Only  9  percent  goes  to  the  residence  part  of  the 
course.  And  you  say  only  about  20  percent  of  these  students  actual- 
ly ever  get  engaged  in  the  residency  part  of  the  course. 

Ms.  McPhearson.  That  is  correct. 

Senator  Nunn.  But  you  have  to  have  that  in  order  to  graduate? 
Ms.  McPheakson,  Yes,  sir. 

Senator  Nunn.  How  long  does  the  residency  part  of  the  course 
take? 

Ms.  McPhearson.  Three  weeks. 
Senator  Nunn.  Three  weeks.  Okay. 
Senator  Roth. 

Senator  Roth.  Mr.  Chairman,  I  have  a  statement  that  I  will  not 
read  but  ask  that  it  be  inserted  into  the  record. 
[The  opening  statement  of  Senator  Roth  follows:] 

Opening  Statement  or  Senator  Roth 

Thank  you,  Mr,  Chairman,  Federally  guaranteed  student  Joan  programs  are 
among  our  nation's  most  profitable  long-term  investments,  We  reap  handsome  divi- 
dends from  these  programs  through  the  development  of  our  moat  valuable  re- 
source— our  young  people.  These  programs  enable  us  to  maintain  a  well-trained, 
competitive  workforce  capable  of  meeting  the  challenges  of  todays  increasingly 
competitive  world  economy  and  thereby  ensuring  our  nations  economic  future.  And 
proprietary  schools  are  an  important  part  of  that  process.  The  training  which  many 
of  these  schools  provide  give  many  young  people  legitimate  prospects  for  a  brighter 
future;  people  for  whom  that  otherwise  might  not  be  possible. 

But  as  we  heard  last  week,  msyor  problems  exist  within  the  federal  student  loan 
programs  particularly  regarding  proprietary  schools.  These  problems  lend  further 
support  to  the  conclusion  that,  when  it  comes  to  education,  we  are  a  nation  at  risk. 
Not  only  are  we  risking  federal  tax  dollars  (which  this  year  alone  might  amount  to 
$2  billion  in  loan  defaults)  but,  more  importantly,  we  are  risking  our  young  people's 
futures  and  our  nation's  future. 

Today  we  will  hear  from  young  people  who  took  risks  in  the  hope  of  improving 
themselves.  They  relied  on  people  who  they  thought  were  educators,  dedicated  to 
giving  students  the  tools  to  f>uifd  a  better  future.  Instead,  what  they  found,  appar- 
ently, were  peepto  dedicated  to  bilking  the  federal  treasury  and  hoodwinking  unsus- 
pecting young  people. 

Rather  than  allowing  these  young  people  to  improve  themselves,  such  schools  ac- 
tually leave  these  students  in  a  worse  position  than  when  they  started.  The  decep- 
tive practices  we  will  learn  about  today  result  in  students  paving  for  education  they 
never  received.  lacking  proper  training  and  unable  to  find  jobs,  these  students  often 
default  on  their  federally  guaranteed  loans  and  thus  suffer  the  added  humiliation  of 
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seeing  their  credit  rating  destroyed  in  the  ^^^11X1  LStoW 
tSTmany  student*  don  t  realize  they  even  have  a  federal  loan  until  they  are  told 

^^r*Chainnan,lI  again  want  to  commend  you  for  your  leadership  in  having  the 
Su^inSe^ifSi  obviously  still  troubled  area.  I  also  want  to  commend  the 
Ine^  of  yaur^lafT-  Eleanore  Hill,  David  Buckley  and  Grace  McPhearson-for 

not  the  system,  are  at  risk. 

Senator  Kara.  !  am  not  quite  clear  exactly  what  NHSC  is.  I 
know  it  is  a  non-government  body,  but  how  does  it  become  involved 
in  accrediting  these  schools?  _    ,    _       .,  . 

Mr.  Buckley.  Senator,  the  National  Home  Study  Council  is  one 
of  the  accrediting  bodies  recognized  by  the  Secretary  of  Education 
to  accredit  schools  that  may  participate  m  Federal  student  aid  pro- 
grains. 

Senator  Roth.  Exactly  what  does  accreoitaU^  mean 
Mr.  Buckley.  Accrediting  bodies  generally  certify  that  the  educa- 
tion offered  is  as  advertised. 
Senator  Roth.  It  is  as  advertised? 
Mr.  Buckley.  Is  as  advertised. 

Senator  Roth.  Does  it  also  try  to  evaluate  the  vaxue  of  the  pro- 
gram or  does  it  only  look  at  whether  or  not  it  does  what  they  claim 
it  will  in  its  advertising?  ,    .  , 

Mr.  Buckley.  Sort  of  both.  In  this  case,  the  travel  school  adver- 
tised that  if  you  complete  their  full  course,  including  m-residence, 
you  will  be  qualified  for  an  entry  level  position  m  the  travel  indus- 
try. That  is  what  they  advertise,  so  the  National  Home  Study 
Council  would,  therefore,  accredit  it  based  on  the  fact  that  if  you 
complete  it  you  would  be  capable  of  entering  the  travel  industry. 
The  travel  industry  itself  is  very  broad.  In  this  case,  it  includes 
Hertz  Rent-A-Car  receptionist,  Motel  6  night  clerks,  things  like 
that.  That  is  an  entry  level  position  in  the  travel  industry. 

Senator  Roth.  My  last  question:  As  far  as  you  can  determine 
were  they  the  only  ones  that  really  looked  at  the  substance  of  the 

PrM^aBucKLEY.  That  is  absolutely  correct  The  State  of  Florida 
does  not  look  at  the  substance,  the  educational  substance  of  the 
program;  neither  does  the  U.S.  Department  of  Education.  The 
system  relies  on  the  accrediting  bodies  for  the  quality  of  the  educa- 

°Senator  Nunn.  But  you  are  saying  their  standards  weren't  met, 

the  accrediting  body's  standards  were  not  met?   

Mr.  Buckley.  In  1986.  based  on  a  1984  review ;  they -  were  met 
What  we  are  reading  here  now  is  excerpts  from  their  1989  review 
that  they  have  just  recently  completed. 
Senator  Nunn.  How  often  do  they  review? 
Mr.  Buckley.  Every  5  years.  .    ,OQK     .     .     .  „ 

Senator  Nunn.  So  you  can  get  a  review  in  1985  and  not  get  an- 
other one  until  1990? 
Mr.  Buckley.  Yes,  sir.  .  0 

Senator  Nunn.  And  nobody  checks  you  m  the  meantime ( 
Mr.  Buckley.  Not  from  an  educational  quality  perspective. 
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Senator  Nunn.  So  a  school  can  set  itself  up  and  get  accredited, 
start  receiving  Federal  loans,  and  in  this  case  go  up  to  $30  million, 
$40  million  a  year  in  Federal  loans;  the  owners  of  the  school  can 
come  away  with  $2  million  or  $3  million  a  year  in  salaries  plus 
other  things  that  you  have  detailed  here;  and  nobody  at  any  level 
is  checking  the  substance  of  what  is  being  taught  from  the  first 
year  of  accrediting  to  the  fifth  year? 

Mr.  Buckley.  That  is  correct. 

Senator  Roth.  And  if  I  understand  what  you  are  saying,  when 
they  do  investigate,  they  only  determine  whether  or  not  they  are 
complying  with  what  they  advertise;  is  that  correct? 

Mr.  Buckley.  Yes,  Senator. 

Senator  Roth.  Mr.  Chairman,  I  don't  think  that  is  very  much 
protection  for  our  young  men  and  young  women. 

Mr.  Buckley.  In  fairness,  the  National  Home  Study  Council  did 
say  that  should  complaints  be  brought  to  their  attention,  the  Com- 
mission may  go  in  earlier  than  o  vem'&.  in  this  case,  there  were 
little  or  no  student  complaints  received  by  the  accrediting  body. 

Senator  Roth.  I  didn't  intend  to  be  critical  of  them  because  I 
don't  know  the  specifics,  but  it  does  seem  to  me  that  there  is  a 
pretty  loose  system  considering  there  are  millions  of  Federal  dol- 
lars at  risk  and  the  opportunity  for  young  people  to  be  trained  for 
a  meaningful  job  is  at  stake. 

Senator  Nunn.  Senator  Roth,  you  didn't  hear  the  first  part  of 
this,  but  one  thing  that  would  have  caught  your  eye  had  you  been 
here  at  the  earliest  stages  was  that  the  instructors'  salaries  in  1988 
were  $468,000,  1.4  percent  of  the  total  revenues  of  the  school;  the 
classroom  materials  were  .4  of  1  percent  in  1986.  .3  in  1989,  and  the 
advertising  budget  was  $11  million  to  get  people  mto  the  school. 
The  number  of  people  processing  student  loans  is  70.  The  number 
of  instructors  was— 23? 

Mr.  Buckley.  That  is  being  generous. 

Senator  Nunn.  So  there  are  three  times  as  many  people  process- 
ing student  loans  as  instructing  in  the  class. 

Senator  Roth.  It  shows  the  objective  and  goals  of  the  program 
very  clearly. 

Thank  you,  Mr.  Chairman. 

Senator  Nunn.  Thank  you. 

Ms,  McPhearson.  The  Commission  Examining  Committee  report 
cites  numerous  instances  where  A.C.T.  advertising  and  promotion 
activities  fail  to  comply  with  either  National  Home  Study  Council 
Business  Standards  or  National  Home  Study  Council  Standards  of 
Accreditation.  For  example,  the  training  manual  used  by  the 
school's  field  representatives  contains  numerous  statements  refer- 
ring to  NHSC  accreditation  and  to  endorsements  that  appear  to 
have  no  factual  basis. 

Accreditation  by  a  nationally  recognized  accrediting  agency  is  a 
requirement  for  a  post-secondary  institution  to  participate  in  the 
Guaranteed  Student  Loan  Program  by  the  Department  of  Educa- 
tion. A.C.T.  is  accredited  by  the  National  Home  Study  Council 
which  receives  large  payments  from  A.C.T.  for  their  accreditation. 
A.C.T/s  membership  fees  for  the  past  3  years  were  $28,000  for 
1987,  $32,777  fo  1988,  and  increased  to  $39,422  for  1989. 
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The  staff  has  reviewed  the  files  maintained  by  the  National 
Home  Study  Council  relating  to  the  accreditation  of  A.C.T.  The  Na- 
tional Home  Study  Council  officials  whom  we  interviewed  main; 
tained  that  A.C.T.,  as  it  exists  today,  "is  not  the  same  institution 

it  accredited  in  1985.  .  „  „ 

Senator  Nunn.  Accrediting  agencies  like  the  National  Home 
Study  Council,  is  that  a  profit  corporation  or  is  that  a  non-protit. 
Mr.  Buckley.  I  don't  know  the  answer  to  that,  Senator. 
Senator  Nunn.  But  they  derive  their  revenues  from  the  people 
they  accredit;  is  that  right?  „    iL  .. 

Mr  Buckley.  That  is  correct.  The  school  also  pays  for  the  on-site 
visitation  by  a  team  of  educators  and  administrators,  and  the 
school  also  pays  for  the  costs  of  having  their  course  work  examined 
by  an  expert  in  that  area.  ..... 

Ms.  McPheakson.  Evidence  of  erroneous  information  in  initial 
applications  for  certifications.  ,  _ 

Prior  to  a  post-secondary  institution  participating  m  the  Guaran: 
teed  Student  Loan  Program,  the  institution  must  first  be  certifieu 
by  the  Department  of  Education  as  to  its  financial  responsibility. 
ACT.  submitted  their  application  for  certification  for  the  travel 
school  to  the  Department  on  March  11,  1985,  signed  by  Joseph  Ca- 

Ia^addition  to  the  questionable  statements  regarding  ability  to 
benefit  previously  discussed,  a  review  of  that  application  raises  se- 
rious questions  about  its  representation  of  A.C.T.  s  financial  condi- 

^Aiong  with  the  application,  Calareso  submitted  a  statement  of 
revenue  and  retained  earnings  for  the  12-month  period  ended  De- 
cember 31,  1984,  prepared  by  Pannell,  Kerr,  and  Forster,  CPA  s  as 
part  of  a  program  review.  The  statement  indicated  that  A  C/1 .  had 
a  $152,466  net  operating  profit  before  income  taxes  for  1984.  Based 
on  this  information,  the  Department  certified  A.C.T.  as  finwoaUy 
responsible,  and  A.C.T.  began  participation  in  the  Federal  student 
loan  program  in  May  of  1985. 

Our  review  of  financial  records  produced  by  falare^  pursuant  to 
Subcommittee  subpoena  disclosed  that  during  1984,  A.C.l.  also  em- 
ployed another  public  accounting  firm  to  prepare  monthly  state- 
ments of  revenue  and  expenses.  Pollak,  Koross,  Reiss  &  Associates. 
P.A.'s  prepared  the  statements  as  part  of  monthly  compilation  re- 
port for  A.C.T.  The  aggregate  totals  for  1984  from  the  monthly 
statements  reflected  A.C.T.  as  having  a  $21,468  net  operating  loss 
before  income  taxes  for  1984.  The  discrepancy  between  the  two  dif- 
ferent net  figures  for  1984  could  not  be  readily  determined  through 
our  analysis  of  the  records  provided.  However,  the  information  pro- 
vided to  the  Department  by  A.C.T.  as  to  their  financial  responsibil- 
ity was  considerably  more  favorable  in  reflecting  A.C.T.  as  a  protit- 

^Department  officials  advised  that  if  the  financial  data  submitted 
to  the  Department  in  1985  was  false,  the  Department  would  have 
sufficient  cause  to  determine  that  the  certification  itself  was  in- 
valid. If  that  is  the  case,  any  guaranteed  student  loans  made  under 
the  authority  of  that  certification  would  be  the  ultimate  responsi- 
bility of  the  school  itself. 
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Senator  Nunn.  That  means  that  if  this  information  was  false, 
that  all  the  student  ioans  under  this  would  be  invalid? 
Ms,  McPhearson.  That  is  correct. 

Senator  Nunn.  And  it  means  that  the  students  themselves  would 
not  have  to  pay  the  loans?  Or  does  it  mean  that  they  would  have 
recourse  against  the  school? 

Ms.  McPhearson.  I  believe  they  would  have  recourse  against  the 
school. 

Senator  Nunn,  The  students  would? 
Ms.  McPhearson.  Yes,  sir. 

Senator  Nunn.  But  the  school  doesn't  have  much  in  the  wav  of 
assets;  is  that  right? 

Ms.  McPhearson.  On  the  books,  that  is  correct. 

Senator  Nunn,  What  about  the  personal  liability  of  the  officers? 
Have  you  looked  into  that? 

Ms.  McPhearson.  Yes,  sir;  we  have. 

Mr.  Buckley.  I  believe  that  would  have  to  be  either  a  criminal  or 
a  civil  case  against  the  owners  to  recoup  that  money. 

Senator  Nunn.  Would  there  be  personal  liability?  Are  there  any 
personal  guarantees  in  any  of  this  paperwork? 

Mr.  Buckley.  Yes,  sir.  In  the  1985  certification  to  the  Depart- 
ment, and  also  in  1987,  the  HART  School  was  certified  as  eligible. 
Mr.  Calareso  did  sign  a  statement,  and  it  does  give  the  false  state- 
ment warning  that  any  false  statement  contained  in  the  applica- 
tion can  be  punishable  by  violation  of  18  U.S.C.  1001. 

Senator  Nunn.  But  as  far  as  the  students  going  after  the  school 
itself,  there  is  not  that  much  there,  is  there? 

Mr.  Buckley.  No,  there  isn't.  And  also,  the  Secretary  of  Educa^ 
tion  could  determine  that  the  school  itself  is  liable  so  that  the  De- 
partment could  move  against  the  school. 

Senator  Nunn.  The  Department  could  move.  It  wouldn't  have  to 
be  the  students. 

Mr.  Buckley.  It  would  not  have  to  be.  It  depends  on  what  action 
the  Secretary  takes.  He  has  got  several  different  options. 

Senator  Nunn.  That  is,  if  the  original  application  was,  indeed, 
proven  to  be  false? 

Mr.  Buckley.  That  is  correct. 

Senator  Nunn.  You  are  not  saying  this  morning  that  it  was?  You 
are  saying  that  there  are  questions  raised;  is  that  right? 

Mr.  Buckley.  On  two  counts,  we  have  major  questions  regarding 
the  quality  of  the  certification. 

Ms.  McPhearson.  In  September  1987.  the  HART  School  for  Pro- 
fessional Secretaries  was  certified  and  determined  eligible  by  the 
Department  of  Education  to  participate  in  the  Guaranteed  Student 
Loan  Program.  This  determination  was  based  solely  on  an  applica- 
tion made  by  Mr.  Joseph  Calareso,  in  which  he  informed  the  De- 
partment that  the  course  was  accredited  by  the  National  Home 
Study  Council.  In  the  application,  Calareso  certified  the  schools 
clock  hours  to  be:  correspondence,  279  hours;  in-residence,  120 
hours. 

Because  the  course  was  reportedly  accredited  by  the  National 
Home  Study  Council  and  the  clock  hours  were  over  300  total,  the 
program  was  approved  for  participation. 
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In  reality,  the  full  course  **£^'fZ^gZ£SEZ 

Anting  that  the  program  was  fully  scmirtrito  "^ftSSonal 
Education.  Correspondence  between  the  school and  ^  Na 

gS^ttW.^'^e^  SSL  m  June  1987. 

letter  detailing  the  number  of  clock  hours ^J™™^™^^ yo{ 
segment  and  a  "resident  segment  ^^^^.^forihe  resident 

retarial  course.       Motional  Home  Study  Council,  the  accrediting 
According  to  the  National  "°™e  °L"U*  course  but  was 

M  A.C.T.  for  Federal  ^'^AKtrfaS 
^e^S'Uonaf  *  attempt  to 

tSKT.'  dtfobtain  .oans  for  student*  in  the  HART 
pr^Tprio;  to  the  combination  prograrr '  ^  ""SSJSUSJ 
prior  to  having  enough  clock  hours  to  meet  el.gib.hty  requu-ements 

^Chairman,  that  concludes  our  findings.  We f  would  be  happy 
to  answer  any  questions  you  or  other  members  of  the  SUDComm 

'"sSStoNUMK  As  I  understand  it.  in  your  testimony  right  at  the 

Ms.  McPhearson.  Yes,  sir;  that  is  correct. 

Senator  Nunn.  What  is  the  number.' 

Ms  McPhearson.  Three  hundred  hours— - 

sTnattr  Nunn.  Is  that  by  reflation  or  ^  law? 

Ms.  McPhearson.  By  regulation,  I  believe.  Yes.  sir,  oy  ™$ 

ti0£nator  Nunn.  So  if  a  school  doesn't  require  as  many  as  300 
hours,  it  is  not  eligible  for  any  loans.' 

same  basic  curriculum;  is  that  right. 
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Ms.  McPheakson.  That  is  correct. 

Mr.  Buckley.  And  as  we  testified,  the  school  is  trying  to  get  the 
clock  hours  increased  to  over  600,  which  would  make  the  students 
eligible  for  Pall  grants. 

Senator  Nunn.  With  the  same  basic  content  in  the  course? 

Mr.  Buckley.  With  no  change  at  all  to  the  content  of  the  course. 

Senator  Nunn.  Have  the  requirements  of  the  travel  industry 
gone  up  that  much  in  the  last  10  years? 

Mr.  Buckley.  Not  that  I  know  of,  Senator. 

Senator  Nunn.  Let  me  just  ask  two  or  three  questions  here.  How 
would  you  characterize  the  U.S.  DeA  nrtment  of  Education's  current 
capability  of  monitoring  the  student  aid  program  based  on  your 
survey  of  these  cases? 

Mr.  Buckley.  I  think  it  is  wholly  inadequate. 

Senator  Nunn.  Is  it  because  they  don't  care?  Is  it  because  they 
don't  have  enough  people  involved?  Is  it  because  of  the  way  they 
are  organized?  What  is  wrong? 

Mr.  Buckley.  I  think  there  are  a  lot  of  well-meaning  and  caring 
people  in  the  Department  of  Education,  Senator.  The  people  we 
spoke  to  in  the  field  and  in  headquarters  are  ail  overworked.  They 
say  they  are  not  organized  properly.  Everyone  we  spoke  to,  as  we 
testified  last  week,  said  that  the  system  is  in  deep  trouble,  and  they 
need  our  help. 

Senator  Nunn.  Just  in  the  student  loan  area,  or  in  other  areas, 
too? 

Mr,  Buckley.  Also  in  the  Federal  student  financial  aid  program. 
We  haven't  looked  anywhere  else  in  the  Department. 
Senator  Nunn.  That  is  what  you  are  talking  about. 
Mr.  Buckley.  Yes. 

Senator  Nunn.  How  many  people  in  the  Department  of  Educa- 
tion work  in  this  area?  Do  you  know? 
Mr.  Buckley.  I  don't  know. 

Senator  Nunn.  How  many  people  in  Region  IV  are  responsible 
for  the  region  that  you  have  been  looking  into? 

Mr,  Buckley.  There  are  approximately  15  people  that  do  pro- 
gram reviews  on  schools  within  that  region. 

Senator  Nunn.  Fifteen  people  that  do  reviews? 

Mr.  Buckley.  Go  out  and  review  schools. 

Senator  Nunn.  And  how  many  schools  do  they  have  under  their 
jurisdiction? 

Mr.  Buckley.  I  have  got  that  figure,  if  I  can  find  it. 
Ms.  McPhearson.  It  encompasses  eight  States. 
Mr.  Buckley.  I  will  look  that  up,  Senator,  and  let  vnu  know  as 
soon  as  I  find  it. 

Senator  Nunn.  Ail  right.  Now,  what  is  their  job?  Y  ju  have  got 
15  people  reviewing  eight  states.  Is  this  just  in  the  proprietary 
schools,  or  all  schools? 

Mr.  Buckley.  All  schools. 

Senator  Nunn.  Ail  schools.  This  is  universities  and  everything. 
So  you  have  got  15  people  reviewing  eight  states,  all  schools,  what 
is  their  job?  I  mean,  you  said  the  accrediting  agencies  are  the  only 
ones  who  look  at  the  substance  of  the  program. 

What  do  these  15  people  do? 
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Ms  McPhearson.  They  are  to  check  and  see  if  the  schools  are 

abftS!  YeTsenator.  1-    e  are  over  1,100  schools  located 
in  those  eight  States,  and,  as  in  this  case,  the  program  review  for 
L  SXv  are  to  go  out  and  do  a  substantive  review  of  the 
%M*2Eni facial  aid  program  for  each  school  that  they 

V*Senator  Nunn.  Does  that  include  substance?  ,  , 

Mr.  Buckley.  No,  no  course  substance  at  all,  just  the  administra- 
tion of  the  financial  aid  program. 

Senator  Nunn.  Just  the  financial  aid  program.  0*fy. 

Now,  you  have  looked  at  one  school.  This  is  a  case  study.  Tell  us 
how  you  selected  the  school. 

Did  vou  suspect  fraud  or  abuse  when  you  got  into  this. 

Mr  BucklS^No,  not  at  all.  We  wanted  to  look  at  a  proprietary 
school  one  that  was  not,  "in  trouble."  We  wanted  toj^wrta 
school  and  sort  of  dissect  its  operations,  how  it  operated,  how  the 
Kers  and  guarantors  and  the  accrediting  bodies  ^ I  mju 
that  school,  and  this  was  our  goal  We  didn  t  want  to  find  one  that 

W  Howe^r  bwe  did  want  to  look  at  a  school  that  had  a  heavy  finan- 
cial aid  p^rtfoHo,  and  that  is  why  we  chose  this  one  It  was  just  on 
a  computer  printout  we  were  looking  at  the  amount  of  loans  that 

^nE^NN.  Do  you  have  any  way  to  know  whether  this 
school  would  be  representative,  or  did  you  just  happen  to  stumble 
into  one  that  has  some  real  problems?  wiring 

Mr  Buckley.  Well,  it  is  hard  to  say.  We  have  only  been  looking 
at  this  program  for  a  couple  of  months,  but  the  feedback  that  we 
are  getting  is  that  the  proprietary  school  mdustry,  while  it  ^  un- 
fortunate that  they  are  all  lumped  into  one  big  pot  there >  are ^a 
substantial  number  of  bad  apples  and  bad  players  m  that  industry. 

Senator  Nunn.  Who  are  the  victims  m  this  kind  of  activity.' 

Mr.  Buckley.  Well,  certainly  the  students  and  certmnly^e^- 
payer,  because  a  large  number  go  into  default  if  they  can  t  be  locat- 
ed. It  is  the  students  and  the  taxpayer. 

Senator  Nunn.  Senator  Roth. 

Senator  Roth.  Thank  you,  Mr.  Chairman.  Let  me  first  of  all  com- 
mend you  for  the  job  you  have  done.  rwnrt 

In  your  investigation,  do  you  know  whether  or  not  the  Depart- 
ment of  Education,  in  testimony  before  the  appropriate  committees 
has  brought  this  matter  to  the  attention  of  the  oversight  comm  t- 
Ses?  In  other  words,  as  I  understand,  in  your  discussions  with 
some  of  the  members  of  the  Department  of  Education,  they  have 
expressed  concern  about  the  inadequacy  of  their  organization  and 
ovei sight,  if  I  correctly  understood  you. 

Has  this  been  brought  to  the  attention  of  the  oversight  commit- 
tees of  the  House  or  Senate? 

Mr.  Buckley.  Yes,  Senator,  it  has,  aad  last  year  sufficient 
monies  were  allocated  for  more  program  review  officers  to  be  put 
out  in  the  field.  It  was  198G  and  1986.  1  believe  where  the  ^  i 
offices  were  restructured  and  they  lost  a  lot  of  what  the  Depart- 
ment said  was  quality  personnel  through  attrition  or  retirement, 
and  right  now  they  are  just  gearing  back  up. 
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Senator  Roth.  It  is  my  understanding  there  has,  at  least  in  the 
Senate,  been  some  effort  to  strengthen  the  requirements  of  these 
programs. 

Are  you  familiar  with  whether  that  is  accurate  or  not? 

Mr,  Buckley,  We  have  discussed  with  the  Education  Subcommit- 
tee of  the  Labor  Committee  various  legislative  proposals  that  they 
are  making  in  concert  with  the  Department  of  Education,  I  do  not 
know  the  full  scope  of  what  they  plan  in  the  Reauthorization  BUI, 
but  they  are  also  looking  to  yourself  and  Senator  Nunn  for  input  in 
that  area  following  these  hearings. 

Senator  Roth.  It  is  also  my  understanding  that  the  Senate  did 
take  certain  action  last  year,  but  that  the  House  didn't  act.  I 
gather  that  part  of  the  concern  is  that  so  we  are  fearful  that  if  we 
have  stronger  or  more  difficult  requirements  that  we  may  rule  out 
some  of  the  people  that  would  otherwise  be  helped  by  this  program. 

Is  that  a  legitimate  concern  from  your  point  of  view? 

Mr.  Buckley.  Well,  I  think  from  the  education  industry,  they 
have  a  very  high  concern  that  the  Congress  not  just  keep  every- 
body lumped  in  one  pile.  The  Department  of  Education  wants  the 
ability,  the  legislative  capability,  to  cut  out  certain  industries 
within  education  and  regulate  them  separately,  so  that  one  reg 
does  not  cover  a  university,  a  two-year  college,  a  proprietary 
school,  or  a  vocational  education  school. 

Senator  Roth.  Wr-ld  you  say  that  these  loan  activities  are  caus- 
ing a  serious  divers. jn  of  Federal  funds? 

Mr.  Buckley.  I  think  that  the  abuse  of  the  program  certainly  is, 
yes,  sir. 

Senator  Roth.  Mr,  Chairman,  I  must  confess  it  bothers  me  that 
we  have  this  kind  of  a  program  which,  essentially,  I  think  we  both 
support  because  it  helps  people  qualify  for  meaningful  jobs.  It  ap- 
pears, however,  that  there  is  really  no  oversight  at  any  level  as  to 
what  they  are  learning.  It  just  seems  to  me  to  invite  fraud  and 
abuse. 

Let  me  ask  you  this  question,  has  the  Inspector  General— and  I 
know  that  they  have  been  very  helpful  to  you  in  part  of  this— but 
have  they  in  their  annual  reports  in  any  way  indicated  the  scope 
and  dimension  of  this  problem? 

Mr.  Buckley,  Yes,  Senator,  they  have,  at  least  in  the  past  three 
semiannual*,  maybe  the  past  four,  the  student  financial  aid  pro- 
gram has  been  their  top—the  first  thing  when  you  open  the  cover. 
That  is  the  number  one  thing,  so  yes,  he  has  been  fairly  outspoken 
m  this  area  through  his  reports. 

Senator  Roth,  Well  again,  I  thank  both  of  you  for  work  well 
done,  disappointing  but  very  helpful. 

Senator  Nunn.  I  am  afraid  they  are  just  scratching  the  surface. 

Thank  you  very  much.  We  appreciate  you  both,  the  hard  work 
you  have  done  on  the  staff. 

Our  next  witnesses*  we  have  a  panel.  We  have  Andrea  Lynn 
Merritts-West,  and  Angela  M.  Jones,  former  students  of  the  Ameri- 
can Career  Training  Travel  School,  and  we  also  have  Brenda  Ann 
Brandon,  a  former  employee  of  American  Career  Training  Travel 
School. 

Our  next  witnesses  this  morning  will  sit  as  a  panel,  the  two  stu- 
dents and  also  the  former  financial  aid  administrator. 
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We  are  delighted  to  have  ail  of  you  here  this  morning.  We  thank 
vou  for  your  presence  and  your  cooperation.  We  swear  n  all  the 
witnesses  before  our  Subcommittee.  That  is  one  of  our  Subcommit 
S  ru^  solf  you  will  all  stand  and  raise  your  right  hand  I  will 

^ySutefthe  testimony  you  give before  this ^ommittee 
will  the  truth,  the  whole  truth  and  nothing  but  the  truth  so  help 


you  God? 
Ms.  West.  I  do 
Ms.  Jones.  I  do. 


^na^N^NN1  We  thank  all  of  you  for  being  here,  and  1  believe 
th?mo"ning  you  can  just  take  your  time  and  present  your  v.ews 

^te^e^^X^  start  this  morning  with  Andrea  Lynn 
Merrttto  Welt  "that  is  all  right?  Andrea,  you  go  ahead  and  tell  us 
your  experience  here. 

TESTIMONY  OF  ANDREA  LYNN  MERRITTS-WEST.  FORMER 
AMERICAN  CAREER  TRAINING  STUDENT  ' 
Ms  Merritts-West.  Good  morning  Mr.  Chairman,  and  members 
of  the  Stl«.  I  am  pleased  to  be  ^e  ^  mormng^ to  testi- 
fy regarding  my  experience  as  a  student  at  the  American  Career 
Training  Travel  School  in  Pompano  Beach,  Honda. 
TMy^lrIe  is  Andrea  Lynn  Merritts-West,  and  I  am  a  residen^of 
New  Smvrna  Beach,  Florida.  I  am  26  years  of  age  and  I  work  as  a 
frarning^iSist  with  ProSync,  a  professional  training ;  and  mar, 
agement  consulting  firm,  a  position  that  I  have  held  since  January 

°f  S  1987  I  worked  for  Gates-McDonald,  a  subsidiary  of  Nation- 
wid ^Insunmce.  in  the  Targeted  Job  Tax  Credit  D«  Colum- 
bus, Ohio.  In  June,  1987,  I  moved  to  Or  ando  Florida  and  worked 
at  High  Point  World  Resort,  until  1  was  laid  off  m  September  1987, 
at  the  end  of  the  season.  In  August,  1987,  I  saw  an  advert  sement 
fn  the  Sal  newspaper  about  the  ACT  Travel 
school's  toll-free  number  and  inquired  about  «^ 
school's  local  representative,  Michael  Stewart  of  Daytona,  caiiea 
£*£d  wanted  I  visit  to  tell  me  about  the .school  bu  I  declmed 
In  September  of  1987,  when  I  was  laid  off  from  High  Point  l 
moved  to  Melbourne,  Florida,  and  was  ?nemploy^  I  had  no 
income  and  fell  upon  some  rough  times,  living  ^SS^vSt 
on.  I  applied  for  unemployment  compensation  m  Me  bourne  Hon 
da  WhUe  at  the  unemployment  office  I  observed .tatog a  d£ 
play,  advertising  for  the  ACT  Travel  School.  I  took  one  of  the  cards 

alhf*^ 

andThaU  did  not  think  I  could  afford  to  take  the  travel  course^  I 
did  not  want  to  waste  his  time,  but  he  insisted  on  talking  with  me 

>  See  p.  S203  lor  Ms  Merritts-West  prepared  statement. 
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about  the  course  anyway.  He  drove  from  Daytona  to  Melbourne  to 
speak  with  me,  a  distance  of  approximately  100  miles. 

We  met  in  a  friend's  apartment.  Mentally,  I  was  at  the  end  of 
my  rope.  Mike  Stewart  told  me  that  this  school  would  qualify  me 
for  an  entry  position  in  the  travel  industry,  starting  at  approxi- 
mately $8  an  hour,  more  if  I  got  a  job  with  a  major  airline.  He 
showed  me  brochures  of  beautiful,  faraway  places,  and  told  me  that 
travel  agents  visit  these  places  free  of  charge  on  familiarization 
trips.  He  quickly  gained  my  trust.  What  he  was  describing  was  par- 
adise compared  to  what  I  was  experiencing  at  that  time.  Stewart 
told  me  that  the  school  had  a  very  high  placement  rate  for  its  grad- 
uates, and  that  major  travel  agencies  and  airlines  visited  the 
school  to  recruit  students.  He  told  me  that  I  could  complete  the 
course  in  under  6  months  and  be  a  travel  agent. 

I  was  concerned  about  paying  for  the  course.  I  told  Stewart  that  I 
could  not  afford  the  tuition.  Stewart  told  me  not  to  worry,  saying, 
"I  can  get  it  financed  for  you."  Siuce  I  *as  receiving  unemploy- 
ment checks,  1  asked  if  I  could  set  up  a  cash  payment  plan.  lie 
talked  me  out  of  this  idea  and  told  me  it  would  be  easiest  if  I  fi- 
nanced the  tuition  through  the  school.  I  told  him  I  only  had  a 
Penny's  credit  card,  and  he  said  don't  worry,  it  is  a  guaranteed 
loan,  leaving  me  with  the  impression  that  I  was  guaranteed  to  get 
the  loan.  I  was  never  told  that  this  was  a  Federally  guaranteed 
loan.  I  thought  the  school  was  loaning  me  the  money. 

On  top  of  the  tuition,  he  told  me  the  school  would  send  me  a 
check  for  $600  to  $800  that  I  could  cash  and  use.  I  was  sold  at  that 
time.  I  knew  I  would  have  to  pay  the  money  back,  but  he  told  me  I 
wouldn't  have  to  pay  anything  until  6  months  after  graduation  and 
after  I  was  gainfully  employed. 

Mike  Stewart  then  asked  me  several  questions.  I  filled  out  a 
questionnaire  about  myself.  I  gave  him  a  photograph  of  myself  that 
he  said  would  be  placed  in  my  file  at  the  school  so  the  recruiters 
from  travel  agencies  could  review  my  academic  file  and  see  whom 
they  we;B  hiring.  While  I  was  filling  out  tb*  questionnaire,  he  was 
asking  me  questions  about  how  much  money  I  had  made  the  year 
before*  and  the  names  of  family  members  and  friends.  He  was  fill- 
ing out  another  form  while  he  was  asking  me  these  questions.  He 
knew  that  I  was  unemployed.  I  told  him  I  had  made  approximately 
$12,000  the  year  before.  I  gave  him  $25  for  the  registration  fee. 

Since  there  was  no  telephone  in  the  apartment  that  we  were  in, 
we  walked  to  a  pay  telephone  outside.  Stewart  called  the  school 
and  spoke  with  someone  for  several  minutes.  I  assumed  that  they 
were  talking  about  my  application.  In  a  few  minutes  he  called  me 
over  to  the  phone.  I  spoke  with  e  woman  who  asked  me  if  I  had 
paid  the  $25  to  Mike.  I  told  her  I  had.  She  did  not  ask  me  very 
many  questions,  just  if  I  had  received  any  money  from  my  family.  I 
told  her  I  had  not.  I  really  did  not  know  why  she  was  asking  me 
these  questions.  She  did  not  explain  that  I  was  giving  her  informa- 
tion for  the  loan.  She  told  me  that  in  a  few  days  she  woi'ld  send  me 
some  forms  and  told  me  to  sign  the  forms  in  the  highlighted  areas, 
and  to  return  the  forms  to  the  school. 

Mike  congratulated  me  about  signing  up  for  the  school  and  left 
me  with  the  first  three  lessons  to  do.  I  did  all  the  lessons  that 
night.  I  was  struck  by  how  simple  these  lessons  were.  I  actually 
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read  the  books,  but  knew  that  I  could  easily  just  fill,  out  the  answer 
sheets  without  studying  first.  I  mailed  the  lessons  m  to  the  school 

f0w7thtnna  week  of  signing  up  for  the  course,  I  received  some 
forms  with  a  couple  of  highlighted  areas  that  needed  my  wgnature. 

Srf  the  forms  and  mailed  them  back  to  the  school.  I  did  not 
read  the  forms  and  I  do  not  recall  ever  receiving  a  copy  ot  those 
^  back  frSn  the  school.  Further,  I  do  not  recaH  ever  receiving 
a  copvof  the  forms  that  Mike  Stewart  and  I  filled  out  the  day  I 

^received  a  second  set  of  lessons,  lessons  4  through  7,  in  a  few 
weeks.  I  completed  all  four  lessons  in  one  week.  It  took  me  a  little 
longer  to  do  these  lessons,  because  the  student  is  required  to  memo- 
rize codes  that  are  used  in  the  airline  travel  mdus tryJStill,  I  was 
struck  at  how  easy  these  lessons  were.  I  mailed  the  lessons  to  the 

deceived  a  check  for  approximately  $2,625  from  the  school,  with 
instructions  to  endorse  the  back  of  the  check  and  return  it  to  the 

^iSLlsel  was  concerned  about  the  ease  with  which  1  was ;  com- 
pleting the  work,  in  December,  1987,  I  decided  to  call  a  travel 
agency  in  Melbourne  about  getting  a  job  and  to  see  tf.JJW  had 
heard  of  ACT  Travel  School.  Thatday  I  ended  up  callui  |  «J 
five  travel  agents  in  Melbourne.  They  had  all  heard  of  AC1,  but 
none  of  them  had  anything  positive  to  tell  me  about  the  school  I 
was  told  that  ACT  takes  anybody  that  walks  in  off  ^e  street  ana 
ACT  graduates  don't  know  how  to  work  in  an  oj^ce  environment, 
and  aU  ACT  will  teach  you  are  the  travel  codes.  I  asked  them 
about  the  starting  salary.  I  was  told  that  I  could  s^rt,  ^th  or 
without  the  ACT  diploma,  at  about  $4.25  an  hour.  That  is  less  than 
what  I  was  making  on  unemployment.  I  was  disputed!. 

I  called  Mike  Stewart.  1  told  him  what  I  had  learned  by  calling 
travel  agents  and  that  the  lessons  were  too  easy-  He  told  me  that 
$4.25  per  hour  is  just  the  starting  salary  and  that  maybe  it  vi  as  the 
area.  Ithen  realized  that  this  was  just  a  song-and^ance  routine. 

I  called  the  school  and  told  them  I  wanted  to  drop  the :  course. I 
told  them  that  I  had  been  receiving  their  newsletter,  which  adver- 
tised the  roost  recent  "success  stories"  of  their  graduates,  gradu- 
a^placed  as  desk  clerks  at  Motel  6.  I  told  them  about  my  conver- 
sations with  local  travel  agents.  I  was  told  that  my  tuition  was  paid 
in  full  and  that  it  would  not  make  any  sense; to  canceL .  I  was  tow 
that  there  was  no  reimbursement  if  I  canceled.  I  was  told  that  re- 
cruiters were  visiting  the  school.  I  was  tojd  that  there  was  a  check 
for  over  $600  in  the  mail  to  me.  It  was  the  week  before  Christmas, 
1987. 1  needed  the  money.  I  hung  up  the  phone. 

In  January,  1988,  I  received  a  check  for  about  $600,  along  with  a 
letter  which  advised  me  to  keep  the  money  for  my  motel  expenses 
for  resident  training.  The  school  suggested  that  I  open  an  account 
at  Sunbank-  Consequently,  I  opened  a  savings  account  and  deposit 

Only  a  few  weeks  after  receiving  the  check,  I  decided  to  drop  out 
I  had  nothing  to  lose.  The  schools  newsletter  kept  coming  tolling 
me  of  graduates  being  placed  as  motel  desk  clerks  The  lessons 
were  simplistic.  When  I  called  the  school  about  a  question  I  had  in 
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the  text  relating  to  Amtrak,  I  was  told  to  answer  the  question,  and 
if  I  got  it  wrong  they  would  tell  me.  I  don't  even  know  if  they  have 
instructors  at  the  school.  I  figured  that  if  I  just  stopped  sending  in 
lessons,  they  would  just  forget  about  me. 

I  didn't  do  any  more  lessons.  In  May  1989,  I  got  a  book  from  the 
school.  I  called  ACT  and  told  them  I  had  dropped  out.  They  told  me 
I  should  finish  the  course.  I  gave  them  my  new  address  and  phone 
number,  but  did  not  do  any  more  lessons.  I  forgot  about  the  schooL 

to  October  1989,  my  mother  called  me  from  Ohio.  She  told  me 
that  some  lady  from  a  business  called  UNIPAC  had  called  about  a 
Federal  student  loan  I  had.  I  told  my  mother  I  never  had  a  Federal 
student  loan,  and  I  called  the  lady  at  UNIPAC.  UNIPAC  told  me 
that  I  was  about  to  default  on  a  Federal  guaranteed  student  Joan.  I 
asked  the  lady  at  UNIPAC  what  she  was  talking  about.  I  didn't  un- 
derstand. The  lady  at  UNIPAC  asked  me  if  I  had  gone  to  ACT. 
This  was  the  first  time  I  had  ever  been  told  that  I  had  received  a 
Government  student  loan.  I  was  floored. 

UNIPAC  told  me  that  I  owed  $2,750,  and  I  told  them  that  I 
hadn  t  even  completed  half  the  course  at  ACT.  She  told  me  to  get 
m„toVcV ^jth, the  scho°I  and  fold  out  what  was  going  on.  When  I 
called  ACT  they  told  me  that  the  lender  had  been  refunded  the 
portion  of  the  loan  that  was  due  me. 

I  relayed  this  information  to  UNIPAC,  and  I  was  told  that  no 
refund  had  ever  been  made.  UNIPAC  told  me  to  proceed  with  cau- 
tion because  "something  isn't  right."  UNIPAC  told  me  to  call  the 
school  and  get  the  check  number  of  the  refund  and  the  date  it  had 
been  mailed.  ACT  then  told  me  my  file  was  "on  alert,"  which 
meant  they  could  not  find  it.  The  woman  at  UNIPAC  told  me  if  I 
chose  to  complete  the  program  at  ACT,  UNIPAC  would  defer  my 
loan.  I  decided  to  do  so.  UNIPAC  sent  me  the  papers  to  confirm  my 
school  activity,  part  of  which  was  to  be  completed  by  the  school. 
ACT  said  they  would  not  complete  the  papers  because  they  don't  do 
deferments. 

And  let  me  add  that  as  of  a  few  days  ago  I  contacted  UNIPAC  to 
check  on  my  loan  and  was  told  I  was  considered  to  be  in  default. 

to  December  of  1989  I  decided  to  call  another  travel  agency  in 
the  Daytona  area  to  see  if  ACT's  reputation  with  the  travel  indus- 
try had  gotten  any  better.  I  found  out  the  school's  reputation  had 
gotten  worse.  The  manager  of  a  chain  of  travel  agencies  told  me 
that  graduates  of  ACT  had  no  interview  skills  and  could  not  deal 
with  the  public  very  well.  Regarding  ACT's  course  content,  the 
manager  of  the  agency  told  me  that  he  could  teach  me  more  about 
the  travel  industry  in  just  a  few  weeks  than  ACT  teaches  in  their 
whole  course. 

In  the  process  of  trying  to  clear  up  all  of  the  problems  with  my 
loan,  I  spoke  with  at  least  six  different  people  at  ACT.  One  such 
person  was  Debbie.  She  said  that  according  to  ACT,  since  my  Joan 
nad  been  repaid  to  the  lender,  if  I  wished  to  continue  the  course 
work,  I  would  have  to  pay  the  school  additional  money.  I  could 
near  a  man  named  John  talking  to  Debbie  about  how  to  handle  my 
situation.  He  told  Debbie  that  I  would  have  to  pay  for  the  remain- 
"JS  if9*®™  to  be  completed,  and  that,  as  a  base  figure,  would  be 
about  5600,  maybe  more.  Debbie  said  that  I  would  have  to  be  on 
the  honor  system  and  that  payments  would  be  my  responsibility.  I 
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STSoid9 Si?A^2ayr»o  ~  can  expU  tome ,  w  hyj  am 
paying  the  addition^ L^^JS^^o^ly  Iw^d  that  my 

S^W,ust  have  been 

madefsince  I  was  canceled  such  a  long £» ago  for 
While  performing  my  duties  as  a  coun^or ,  ^th  ^ 

low-income  and  unskilled  peopte,  I  \^with  ichoota 

eral  people  who,  like  me,  have  been  « augh  t  upin ieais  ^ 
like  this.  These  people  are  toota»«fcr  "JJJ^  and  arfc 
gutter,  trying  ^^^X^^^^ji^^  Wld  and  give 
easily  manipulated.  £3  up  back  in  the  welfare 

nothing  back.  Like  ^  these  gP^  *™oiliPng  in  these  programs. 

Tafarmamer  youth  coordina^ 

about  bettering  themselves,  going  ^t™e*^2?3SS  there  are 
tional  schools,  or  into  the  militery.  We  toavh  them  that 
several  avenues  available  to  then  .  teU  themtn^         of  mag. 
way  out.  I  tell  them  that  «^^^SS^b^  pXato  to  avoid, 
azines,  that  promise  a  Quick,  easy  ^^^hoals  to  thrive  at 

pened  to  me  from  happening  toother^.  have  &ny 

This  concludes  my  prepared  remarks         *t.  this  time. 

questions,  1  would  be  happy  to  «*pondto  the^Mhi^time.  ^ 
Senator  Nunn.  Thank  you  very  much,  Ms.  west.  «e 

very  much  your  testimony. 
Ms.  Jones. 

TESTIMONY  OF  ANGELA  M.  JONES,  FORMER  AMERICAN  CAREER 
lbM  TRAINING  STUDENT 

Ms.  Jones.  Good  morning,  Mr  ^^™^ffiZ«fyrl 
Subcommittee.  I  am  pleased  to ^^jJ^^SSSt  Career  Train- 
sardinK  my  experience  as  a  student  at  tne  American 
ing  Tmve/school  Ln  Pompano  Beach,  Florida^ 

My  name  is  Angela  Jones  and  I  am  from  Swansea,  boutn 
na.  l  am  21  years  old  In  the  summer  of  1987^ ^^^b^t 
State,  a  newspaper  based  m  ^^'^nto^restod  in  being  a 
American  Career  Traimng^or  ACT .  1^ was  »«       ACT  seemed 
travel  agent  or  tour  guide  because  I  wan  tea  to  i« 
to  be  able  to  give  me  the  things  I  wanted. 


>  S*«e  p  2UH  for  Ms.  Jones  prepared  statement. 
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I  got  involved  with  the  school  shortly  thereafter.  At  first  I  was 
really  excited  about  the  school,  because  I  thought  that  when  I  grad- 
uated I  could  make  some  good  money  and  maybe  move  to  a  bigger 
town.  Things  did  not  work  out  that  way,  however,  and  I  got  quite 


T  called  the  toll-free  number  that  was  in  the  advertisement  and 
received  a  pamphlet  highlighting  the  school.  After  a  couple  of  tele- 
phone conversations,  I  was  tola  no  representative  of  the  school 
would  be  visiting  me,  but  that  the  enrollment  materials  would  be 
sent.  I  filled  out  what  is  called  a  PQP,  or  a  Personal  Qualification 
and  Profile  form,  and  returned  it  to  the  school.  A  financial  aid  offi- 
cer soon  contacted  me  and  explained  the  student  loan  that  I  might 
be  able  to  get.  She  made  it  sound  as  if  I  was  to  get  the  loan  from 
the  school,  not  the  bank.  I  needed  a  loan  to  go  to  the  school,  so  I 
filled  out  the  paperwork,  just  as  they  had  asked  me  to  do. 

A  school  representative  named  .John  Gillies  sent  me  an  enroll- 
ment agreement  which  contained  some  information  about  n  guar- 
anteed student  loan.  Gillies  told  me  to  fill  in  the  top  part  of  the 
form  pertaining  to  the  school  enrollment,  but  to  leave  blank  the 
portion  about  the  guaranteed  student  loan.  He  said  it  didn't  apply 
to  me.  He  said  I  needed  to  sign  the  form  to  show  that  I  knew  what 
to  expect  from  the  home  study  portion  of  the  course  and  the  resi- 
dent portion  of  the  course  and  that  I  had  12  months  to  complete 
the  work, 

I  signed  and  returned  the  form,  leaving  the  guaranteed  student 
loan  portion  blank.  The  next  thing  I  knew,  I  had  received  a  check 
for  $2415.  I  was  confused,  because  while  I  knew  at  some  point  I 
was  going  to  get  a  loan,  I  didn't  think  I  had  done  anything  at  that 
point  to  obtain  a  loan.  Since  I  specifically  recalled  Gillies  telling 
me  to  disregard  the  guaranteed  student  loan  portion  of  the  enroll- 
ment form,  I  called  the  school  to  ask  what  the  check  was  for.  I  was 
told  the  check  was  for  tuition,  but  that  it  should  be  disregarded  be- 
cause it  would  be  voided,  it  would  never  be  deposited.  Nevertheless, 
they  told  me  to  sign  the  check  and  return  it  to  them.  Because  I 
trusted  the  school  s  employees,  I  did  as  they  asked.  Now  I  realize 
how  stupid  it  was  of  me  to  sign  and  return  the  check.  Unfortunate- 
ly, that  was  only  my  first  mistake. 

They  confused  me  about  the  entire  financial  arrangement,  so  I 
kept  asking  questions  about  the  money.  Again,  they  told  me  that 
the  check  wasn't  going  to  be  used.  When  I  asked  how,  then,  would 
my  tuition  be  paid,  they  said  that  the  school  would  send  me  a 
statement  showing  what  the  tuition  payments  would  be  and  the 
amount  that  I  owed.  They  made  it  sound  as  if  I  would  be  repaying 
the  school.  As  I  understood  things,  I  was  to  make  payments  to  the 
school  while  working  on  the  home  study  portion  of  the  course  and 
before  I  went  to  Florida  for  resident  training.  Every  time  I  called 
to  ask  them  why  I  had  not  received  a  payment  book,  they  kept  put- 
ting me  off,  saving  they  would  send  it  to  me  later,  I  questioned  the 
origin  of  the  check  that  I  had  endorsed  and  returned  to  the  school. 
I  was  told  that  the  Bank  of  Horton  was  the  school's  bank.  Again,  I 
was  told  that  any  letters  they  sent  to  me  referring  to  a  guaranteed 
student  loan  did  not  apply  to  me. 

At  a  later  time  I  received  a  check  to  pay  for  my  resident  training 
in  Florida.  I  was  told  to  save  the  money  until  that  time.  I  ques- 
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tioned  where  this  money  was  coming  from,  and  a  school  employee 
told  me  that  the  school  was  covering  these  costs  and  I  would  repay 
the  monev  after  resident  training.  , 

Tms  whole  time,  I  thought  I  was  borrowing  the  money  from  the 
school.  I  would  not  have  signed  for  a  Government  loan,  because  I 
could  have  gone  to  my  bank  and  gotten  a  loan  on  my  own.  I  cer- 
tainlv  would  not  have  borrowed  as  much  money. 

I^twiblea  with  the  ACT  Travel  School  were  not  Imiited  to  tui- 
tion payment.  I  was  also  having  trouble  gettmg  books  and  lessons 
to  complete.  My  first  lessons  were  graded  and  returned  to  me  along 
with  the  next  set  of  books.  I  completed  a  second  set  of  lessons  and 
returned  those  to  the  school.  Those  lessons  have  never  been  re- 
Smed  to  me  showing  my  grades,  and  I  have  never  received  any 
othef books  after  that.  I  continually  tried  to  get  these  grades  and 
books  and  was  told  by  the  school  that  they  are  m  the  mail.  I  hey 
hTve  bSn  Sing  me  that  for  6  months  To  date,  I  still  have  not 
received  any  more  books,  and  T  did  not  know  my  grades  until  an 
investigator  from  the  Subcommittee  staff  showed  me  a  copy  ot  my 

^Nearly  3  weeks  prior  to  June  13,  1988,  the  date  when  I  was 
scheduled  to  attencT  resident  training,  I  called the  ^oolto  say 
that  I  had  not  received  or  completed  the  last  10  home  study ^ les 
sons  I  brought  this  to  their  attention,  even  though  I  knew  I  could 

not  complete  the  lessons  before  resident  training.   

At  th£  point  1  also  knew  that  the  1-year  period  I  had  to  complete 
the  program  was  almost  up.  I  was  really  upset  because  it ,  was (the 
school'Tfault  that  I  did  not  have  the  books.  My  ffhertetephoned 
the  school  and  we  asked  to  speak  to  several  people,  ^lading  the 
president  of  the  school,  which  never  occurred  We  were  getting  no- 
where My  father  told  the  school  that  I  shouldn't  have  to  pay  he 
full  amount  of  the  loan,  because  I  had  only  gotten  a  portion  ot  the 
lessons.  I  didn't  feel  I  owed  them  for  the  full  course.  Nevertheless, 
they  say  that  I  had  to  pay  the  full  amount. 

They  insisted  that  the  books  and  lessons  had  been  mailed,  ihere 
was  no  point  in  trying  to  talk  to  anyone  etee.  pere  was  nothing 
left  to  bTsaid.  1  had  done  my  best  to  talk  with  the  school,  but  that 
didn't  work.  I  didn't  know  where  else  to  turn 

The  next  time  I  heard  from  ACT  was  m  October ,1988  I  got  a 
letter  saying  that  I  had  been  canceled  and  that  I  had  3  months 
SSce  period  before  I  had  to  start  making  payments  on  my  loan.  To 
date  fhave  made  11  payments  of  $50  eack  I  stdl  have  53  more  to 
make  I  don't  want  to  make  them,  but  I  guess  I  have  to.  I  under- 
stand that  I  should  payfor  the  instruction  I  received  but  why  pay 
for  what  I  didn't  get.  They  are  making  almost  $3,000  oft  ot  me  tor 

n°ACTepromised  a  lot  of  things  that  it  never  deliver^,  all  at  my 
expense  It  seems  like  they  are  out  for  nothing  but  the  money 
They  are  holding  me  accountable  for  their  mistakes.  This  could 
have  ruined  my  credit  rating  before  1  got  one.  I  feel  as  though I 
wasted  all  that  time.  Instead  of  being  where  I  am,  a  cashier  at  an 
office  supply  store,  I  had  hoped  to  be  working  m  a  field  that  I  was 
really  exrited  about.  ACT  has  gotten  me  nowhere,  but debt  I 
wish  I  had  never  trusted  these  people,  I  would  not  have  had  to  go 
through  all  of  this. 
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SutommiCf  SlS'^^ri,ChairMn  »«  memte  of  the 

My  name  is  Brenda  Ann  n 
,^?en  of  BrenS^  fo™riy  known  by  my 

an  adverti»1„S?^a^  »  Pompano  Beach,  "iC3E 

SWT  TT * «SXd3Sf3,^ but 

ia  q  or.  5  weeks  and  atfcw  J i*£ p  5  .  e  20  home  studv  Ipssnnc 
C0^in  January  of  198^  th*  3  Week  ™*ent  porf&Tg 

teg-*,  w  ^^attaaftisS 

*T»xC0r  tii©  school       *  i 
partment  of  Eduit^  ?S A?^01)  fr°*  the  United  States 
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1986  until  I  left  the  school  in  November  of  1988t  I  hired,  supervised 
and  managed  the  employees  of  the  financial  aid  department.  When 
I  started  in  the  position  I  was  the  only  school  employee  involved  in 
the  financial  aid  office.  When  I  left  in  1988, 1  supervised  68  employ- 

The  Calaresos  retained  the  consulting  firm,  J.V.  Associates  of 
Jacksonville,  Florida,  to  establish  the  school's  student  loan  and  aid 
programs  and  to  train  me  on  the  Federally  insured  loan  program. 
J.V.  Associates  employee  Carol  Clairmont  is  the  person  who  estab- 
lished the  school's  program. 

When  I  started  working  in  the  school's  student  aid  office,  there 
were  approximately  600  loan  applications  pending.  I  learned  how 
to  administer  the  loan  program  on  my  own  by  obtaining  and  study- 
ing  the  Federal  Register  regulations  and  guarantee  agency  pro- 
gram manuals. 

Carol  Clairmont  was  of  very  little  help,  because  she  provided 
little  information  and  sometimes  gave  me  wrong  information.  To 
summarize,  I  knew  nothing  about  the  student  loan  program  when  I 
was  given  the  job  and  the  consultant  did  not  do  very  much  to  pre- 
pare me  for  the  task  ahead. 

In  1985  I  was  processing  about  50  loan  applications  per  week.  In 
1988  the  financial  aid  section  wao  processing  and  sending  to  lend- 
ers approximately  300  applications  per  week.  The  school  advertises 
and  uses  regional  sales  representatives  to  reach  prospective  stu- 
dents. The  sales  representatives  meet  with  the  prospective  student 
in  the  student's  home  and  present  the  sales  pitch  on  the  school. 
During  this  visit  the  sales  representative  is  supposed  to  determine 
the  individual's  ability  to  benefit.  Federal  regulations  require  that 
in  order  to  be  eligible  for  a  guaranteed  student  loan  the  institution 
must  determine  that  the  student  is  capable  of  learning  the  materi- 
al offered  by  the  school. 

To  make  this  determination,  the  school  used  a  Personal  Qualifi- 
cation and  Profile  form,  or  PQP,  which  the  school  developed.  It  is 
designed  to  be  filled  out  by  the  prospective  student  without  assist- 
ance  from  the  sales  representative.  The  sales  representative  is  then 
to  review  the  form  and  determine,  based  on  the  information  provid- 
ed* if  the  person  has  an  ability  to  benefit. 

The  PQP  form  contains  a  series  of  questions  concerning  educa- 
tion, such  as:  "Are  you  a  high  school  graduate,  or  do  you  have  an 
equivalent  certificate?  Year,  City  and  State." 

M  Are  you  in  the  process  of  obtaining  your  high  school  diploma  or 
equivalent?  If  yes,  expected  completion  date." 

The  student  financial  aid  office  at  the  school  received  every  PQP 
submitted  by  the  sales  representatives.  I  have  seer  PQP  forms  on 
which  the  student  certified  that  he  or  she  did  not  have  a  high 
school  diploma  or  equivalent,  and  that  he  or  she  was  not  in  the 
process  of  obtaining  a  diploma  or  equivalent.  As  I  understand  the 
ability  to  benefit  regulations  and  the  school's  policy,  a  student  may 
not  attend  the  resident  portion  of  the  training  until  he  or  she  has 
obtained  a  high  school  diploma  or  the  equivalent. 

While  I  was  at  the  school  I  kept  a  list  of  students  who  did  not 
have  a  diploma  or  equivalent  when  enrolled.  The  list  was  posted  on 
the  wall  of  my  office  and  I  instructed  other  employees  in  my  sec- 
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tion  to  add  to  the  list  the  names  of  any  students  that  enrolled  with- 
out the  diploma  or  equivalent. 

I  have  taken  PQP  forms  on  which  the  student  certified  that  he  or 
she  did  not  have  a  high  school  diploma  or  equivalent  and  that  he 
or  she  was  not  in  the  process  of  obtaining  a  diploma  or  equivalent, 
to  Joseph  Calareso.  Joseph  Calareso,  after  I  had  explained  to  him 
that  these  students  were  not  eligible  to  apply  for  Federally  guaran- 
teed student  loans,  would  tell  me  to  change  the  information  on  the 
PQP  form  to  indicate  that  the  student  was  in  the  process  of  obtain- 
ing a  diploma  or  equivalent.  I  refused  to  alter  the  records. 

I  have  observed  Joseph  Calareso  change  the  answers  to  those 
questions,  "Are  you  in  tne  process  of  obtaining  your  high  school  di- 
ploma or  equivalent?"  from  a  "no"  response  to  a  "yes,  and  filling 
m  the  answer  to,  "If  yes,  expected  completion  date,"  as  ASAP. 
Joseph  Calareso  did  this  on  several  occasions  in  my  presence. 

Near  the  end  of  the  PQP  form,  there  is  an  analysis  section, 
wherein  the  sales  representative  certifies  by  signing  that  the  stu- 
dent has  the  ability  to  benefit.  On  several  occasions  I  handed 
Joseph  Calareso  PQP  forms  that  were  missing  elements  of  the 
analysis  portion  of  the  form.  Joseph  Calareso  would  either  certify 
that  the  student  had  the  ability  to  benefit,  even  though  he  had 
never  met  the  student,  or  he  would  instruct  me  to  take  the  form  to 
his  brother,  Jim,  or  to  one  of  the  regional  managers.  On  such  occa- 
sions, these  people  would  certify  that  the  student  had  the  ability  to 
benefit,  even  though  they,  too,  had  never  met  the  student. 

Over  time,  and  apparently  reflecting  Joseph  Calareso's  feeling 
that  this  was  not  an  important  issue,  the  PQP  forms  that  were 
missing  the  necessary  ability  to  benefit  information  were  routinely 
referred  to  the  admissions  department  where  the  certification  was 
similarly  made. 

The  financial  aid  office  received  every  student  enrollment  appli- 
cation. We,  the  employees  of  the  financial  aid  office,  were  instruct- 
ed  by  Joseph  Calareso  to  contact  every  new  student,  even  cash  stu- 
dents, and  try  and  get  them  to  finance  their  education  through  a 
guaranteed  student  loan.  This  wav,  the  school  was  guaranteed  to 
receive  the  full  tuition  up  front.  If  a  cash  student  is  on  a  payment 
plan,  there  is  a  lower  probability  that  the  school  will  receive  all  of 
the  tuition,  because  the  majority  of  the  students  enrolled  never 
complete  the  course.  With  a  loan,  the  school  gets  ail  of  the  money 
early  on. 

Regarding  the  outside  reviews  of  the  school  by  guarantee  agen- 
cies, the  Department  of  Education,  the  State  of  Florida,  and  inde- 
pendent auditors,  there  was  not  one  review  conducted  while  I  was 
employed  at  the  school  that  was  based  on  accurate  information. 
For  all  the  reviews  conducted,  school  employees  tampered  with  the 
records  that  were  provided  to  the  reviewers.  For  each  review, 
Joseph  Calareso  had  the  schools  employees  pull  the  student  files, 
review,  alter,  and  in  some  cases  falsify  data  prior  to  providing 
those  files  to  the  reviewer. 

t  was  struck  by  the  lack  of  real  oversight  the  reviewers  actually 
exercise.  Dave  Barton  of  the  CPA  firm,  Barton  &  Gordon,  spent 
ie?*s  than  1  day  on  his  independent  audit  of  the  school  and  made  no 
adverse  findings.  I  am  not  surprised  to  learn  that  the  consulting 
firm  that  set  up  the  school's  financial  aid  program,  J.V.  Associates, 
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is  a  subsidiary  of  the  Barton  &  Gordon  firm  I  also  he^  that^/e 
Barin  owns  a  proprietary  school  in  Alabama  and  that  Carol 
Clairmont  is  now  working  for  a  proprietary  «hool.         .  .  fact 

THae  program  reviewers  and  auditors  never  me.n2on^An?n^S 
thattheXolhad  a  very  low  Ration tor ^f^jj 
enrollees  No  one  ever  seemed  bothered  by  the  "2,  that  we U  over 
SSoSSL  of  the  students  were  receiving  F^^^S 

Joseph  Calareso  was  not  concerned  about  the  school Ji 
rate  He  told  me  that  if  we  could  keep  the  volume  of  loan* .  Ingh 
«!!«K.Sti  loans  soread  out  among  many  lenders  and  the  na- 
^gSSlSi^SSaSjB  would  "t5e  them  forever  to  figur*  .t 

ou£an  t  t/sW  Joseph  Calareso  that  we  needed  to  deal  with  the 
lende%  and tatSSate  in  which  the  student  to  loca^ 
edtotSd  me  he  did  not  care  what  lenders  we  dealt  with  as  long 
5' the  lendS  met  the  following  conations:  "We  will  never  do  the 
double  disbursements  with  lenders.  Find  lenders  wth  a  7-to-lO^day 
turn-around  time.  We  will  not  use  lenders  that  will  not  issue  the 
lnan  checks  co-oavable  to  the  student  and  to  ak^i. 
Senatoi rS£ What  did  he  mean  by  double  disbursements,  Ms. 

Br^d°BRANDON  More  than  one  disbursement,  where  the  actual 
lJ?'thatttie  student  was  eligible  for  would  be  broken  down  as 
thev  do  m  a  semester  s^m  where  the  student  gets  so  much  for 
eS  semester  e?chqua?te?  He  wanted  all  the  money  m  one  single 

disbursement.  ,  e  .0 

Senator  Nunn.  He  wanted  the  money  up  tront.' 

stnaBto^NNYiSd8he  also  was  insisting  that  the  checks  be  pay- 
abte  te  tL  stuLt  and  the  school  so  the  school  could  make  sure 
they  got  the  money? 

jjf"  al^d'touiirthe  national  guarantee  agencies  over  the 
state  guarantee  agenries,  because  it  is  harder  for  the  national  guar- 
anterTto  track  the  default  rate  at  individual  schools.  Joseph  Calar- 
2? Sid  mf  fhaf  "if  you  put  all  of  your  eggs,  or  loans,  in  one 
basket,  they  can  control  you.''  .        .  . 

The  school  used  the  Florida  ^^^.^e^^lYj?T^u^ 
oeriod  of  time.  Joseph  Calareso  told  me  it  was  too  close  to  home. 
^When  wTwould  attend  industry  ^^^"^fJS^fm? 
ings,  one  of  my  duties  was  to  informally  POlHhe  other  «|"»teJJ£ 
resented  to  determine  what  lenders  and  guarantors  they  were 
using  and  how  they  did  business.  ,    ,u  f_nm  tht, 

Whm  the  school  received  the  student  loan  checks  from  the 
lHutothe TchelKere^ade  payable  either  to  the  student  and  the 
school'  or  sotTy  te  the  Sm? All  the  checks  would  be  stamped 
wttha  SS endorsement,  "For  deposit  only,  American  Career 
Sa^n^r^mSo^^and  then  sent  to  the  student  for  endorse- 
ment and  return  to  the  school.  ,  r(>f,tri.,tive  en_ 
Joseph  Calareso  knew  that  by  placing  the  sc ^X^SSS^Sa 
dorsement  on  the  checks  made  payable  E*^,^*^*  23 
wrong,  but  this  was  the  method  he  used  to  control  the  student  ana 
tenure  the  student  would  send  back  the  f^^^^Jt 
reviewer  from  Florid^Federal,  a  lender,  told  Joseph  calareso  in 
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1986  to  stop  the  practice  of  using  the  restrictive  endorsement  on 
checks  addressed  payable  only  to  the  student.  As  a  result,  ACT 
simply  stopped  using  Florida  Federal  as  one  of  its  primary  lenders. 

While  I  was  employed  at  the  school,  the  Calaresos  would  increase 
the  cost  of  tuition  almost  every  year.  When  I  started  in  1985  the 
tuition  was  $1,295,  and  when  I  left  in  1988  the  tuition  it  was  $1,895 
per  student.  I  do  not  know  why  the  tuition  was  raised  and  I  do  not 
know  of  any  justification  for  this  increase. 

Another  area  that  the  outside  reviewers  never  seemed  to  focus 
on  was  the  matter  of  the  student  loan  budget.  This  dollar  amount 
is  what  ACT  calculated  the  cost  of  attendance  to  be  for  each  stu- 
dent. This  amount  is  used  in  calculating  the  amount  a  student  is 
eligible  for  in  the  guaranteed  student  loan  program.  So,  if  the 
budget  amount  is  high  enough,  more  students  will  be  eligible  for 
loans.  In  addition  to  other  factors,  this  budget  amount  was  adjusted 
upward  every  time  the  tuition  vas  increased. 

After  a  change  in  the  regulations  requiring  it,  we  started  verify- 
ing a  percentage  of  the  loan  applications  that  we  received  by  going 
to  the  source  of  information.  Those  sources  included  lenders,  other 
schools,  and  the  IRS.  When  I  would  discover  a  discrepancy  between 
what  a  student  had  reported,  what  a  previous  school  had  provided, 
and  what  a  lender  reported  regarding  the  status  of  a  previous  loan 
to  the  student,  Joseph  Calareso  told  me  that  I  was  doing  too  much 
paperwork  and  to  ignore  the  discrepancies.  These  discrepancies  in 
some  cases  allowed  students  who  had  previously  defaulted  on  Fed- 
eral loans  to  obtain  additional  loans.  This  is  the  very  occurrence 
which  the  regulations  sought  to  prevent.  ACT,  the  lenders,  and 
other  schools,  by  not  seeking  and  providing  the  most  current  infor- 
mation about  a  student,  facilitated  this  happening. 

Ruth  Ann  Flemming,  the  director  of  training,  complained  about 
the  quality  of  students  entering  the  resident  portion,  because  some 
students— students  who  had  already  completed  the  correspondence 
portion  of  the  course— could  not  read  or  write  well  enough. 

The  school  also  participated  in  the  Supplemental  Loans  for  Stu- 
dents, or  SLS  program.  Even  though  the  interest  rate  is  higher 
than  that  for  the  guaranteed  Stafford  Student  Loans,  Joseph  Calar- 
eso said  we  have  to  get  the  tuition  covered,  and  directed  the  finan- 
cial aid  employees  to  fill  out  and  send  the  SLS  forms  to  students, 
even  in  the  event  the  student  had  told  the  financial  aid  employee 
that  he  or  she  did  not  want  an  SLS  loan. 

To  accomplish  this,  two  employees  were  directed  as  their  sole 
duty  to  call  students  and  encourage  them  to  take  out  SLS  loans, 
since  the  guaranteed  student  loan  would  not  cover  their  tuition.  By 
sending  the  completed  forms  to  the  students  for  signature,  we  were 
encouraging  students  to  take  out  the  SLS  loan. 

To  encourage  the  ACT  employees  to  process  large  numbers  of 
loan  and  student  applications  quickly,  the  Calaresos  instituted  a 
number  of  competitive  award  programs  within  the  company.  For 
example,  sales  representatives  earned  incentive  awards  after  a  con- 
test period  for  the  highest  number  of  students  enrolled.  Reception- 
ists with  the  highest  number  of  students  contacted  by  phone  were 
rewarded  with  time  off.  Loan  counselors  in  my  department  were 
rewarded  with  cash,  color  televisions,  or  other  such  items  for  the 
highest  number  of  loan  applications  submitted  during  the  contest 
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period.  I  have  always  felt  a  little  strange  that  the  instructors  never 
had  a  contest,  or  that  the  placement  office  never  was  rewarded  if 
they  placed  a  high  number  of  graduates. 

The  school's  refund  policy  was  confusing  and  changed  often. 
During  the  early  years,  it  was  Joseph  Calareso's  policy  not  to  issue 
refunds  unless  the  student  mailed  back  the  uncompleted  lessons 
and  notified  the  school  in  writing,  via  certified  mail,  of  the  desire 
to  withdraw.  The  formula  for  calculating  refunds  changed  often, 
too.  Basically,  after  a  student  had  been  inactive  for  1  year  after  the 
date  of  enrollment,  we  would  notify  the  lender  that  the  student 
had  withdrawn.  The  date  of  withdrawal,  as  reported  to  the  lender, 
was  much  later  than  the  date  the  student  had  actually  become  in- 
active with  his  or  her  lessons.  The  date  of  withdrawal  reported  was 
the  end  of  the  1-year  period  the  student  was  enrolled.  In  these 
cases,  we  were  supposed  to  refund  the  resident  portion  of  the  train- 
ing to  the  lender,  but  for  a  considerable  period  of  time  we  did  not 
do  so.  , 

Joseph  Calareso  often  changed  the  school's  refund  policy,  as  indi- 
cated on  the  reverse  side  of  the  contract  signed  by  the  student. 
Most  of  the  time,  if  a  student  did  not  notify  the  school  that  he  or 
she  was  withdrawing,  the  file  was  not  reviewed  for  the  one-year  en- 
rollment period,  and  no  refund  of  the  correspondence  portion  of  the 
course  was  made  to  the  lender.  The  school  considered  it  earned 
incouie.  ,  ,  , 

When  regulations  changed  to  require  refunds  be  made  based  on  a 
percentage  of  clock  hours  of  actual  student  attendance  or  participa- 
tion, this  further  confused  the  refund  policy.  But  in  actual  practice, 
we  continued  to  hold  files  as  active  for  the  one-year  period,  and 
then  issue  refunds  based  only  on  the  resident  portion  of  the  train- 
ing, not  the  correspondence  portion. 

The  Hart  School  for  Professional  Secretaries  was  the  second  pro- 
gram offered  by  ACT  Training  Corporation.  The  secretarial  pro- 
gram, also  a  combination  correspondence  and  resident  training 
school,  began  in  1987.  After  the  program  began,  I  discovered  that 
the  sales  representatives  were  signing  up  secretarial  course  stu- 
dents who  were  also  students  of  ACT  Travel  School.  I  conducted  a 
review  of  all  secretarial  school  enrollees  and  discovered  that  many 
representatives  were  involved  in  the  practice  of  dual  enrolling  stu- 
dents. Of  course,  this  is  an  improper  practice  because  these  stu- 
dents were  not  eligible  to  collect  two  guaranteed  student  loans  at 
the  same  time.  This  practice  was  not  immediately  identified  since 
the  students  were  not  being  processed  through  the  same  lenders 
and  there  is  no  computer  match  done  by  lenders-  This  practice  in- 
volved false  statements  by  the  students  since  they  must  list  any 
school  they  attend  after  high  school  on  the  enrollment  application, 
and  they  had  not  listed  the  travel  school  on  the  application. 

The  sales  representative  was  involved  in  the  practice  since  the 
representative  knew  the  identity  of  the  students  living  in  his  area. 
I  brought  this  matter  to  the  attention  of  Joseph  Calareso,  but  his 
only  concern  was  how  soon  a  travel  student  could  be  enrolled,  in 
and  obtain  student  aid  for,  the  secretarial  school. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.  If  you 
should  have  any  questions,  I  would  be  happy  to  respond  to  them  at 
this  time. 
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Senator  Nunn.  Thank  you  very  much,  Ms.  Brandon.  I  have  a  few 

auestions  for  you  and  then  I  will  ask  a  few  other  questions,  and 
bien  we  will  rotate  with  Senator  Roth.  I  appreciate  you  being  here. 
What  was  the  year  you  went  to  work  with  ACT? 
Ms.  Brandon.  1985. 

Senator  Nunn.  And  when  did  you  leave? 
Ms.  Brandon.  November  of  1988. 

Senator  Nunn.  Did  you  leave  of  your  own  accord,  or  were  you 
terminated? 
Ms.  Brandon.  I  left  on  my  own  accord. 
Senator  Nunn.  Where  did  you  go  from  that  job? 
Ms.  Brandon.  I  moved  back  home. 
Senator  Nunn.  Did  you  get  another  job? 
Ms.  Brandon.  I  am  working  now. 
Senator  Nunn.  Where  are  you  employed  now? 
Ms.  Brandon.  At  a  law  firm. 

Senator  Nunn.  What  was  the  beginning  salary  you  had  at  ACT? 
Ms.  Brandon.  $300  per  week. 
Senator  Nunn.  How  about  your  highest  salary? 
Ms.  Brandon.  When  I  left  it  was  $670  per  week. 
Senator  Nunn.  I  understand  you  were  a  student  there  before  you 
actually  became  a  financial  aid  officer;  is  that  right? 
Ms.  Brandon.  Yes,  sir. 

Senator  Nunn.  What  kind  of  instruction  did  you  get?  Did  you 
have  satisfactory  instruction? 

Ms.  Brandon.  I  walked  into  the  school,  I  drove  over  from  Sea- 
bring  to  Pompano  and  I  picked  up  the  20  lessons  and  paid  for  them 
and  went  home  and  did  all  the  lessons,  and  I  brought  the  answer 
sheets  to  class  when  I  went  to  class  4  weeks  later,  5  weeks  later. 

Senator  Nunn.  Did  you  complete  the  residency  part  of  the 
course,  too? 

Ms.  Brandon.  Yes,  I  did. 

Senator  Nunn.  What  kind  of  instructors  did  they  have  there? 
Were  they  good  instructors? 
Ms.  Brandon.  Fair. 

Senator  Nunn.  The  big  problem  is  the  fact  that  most  people 
never  get  to  the  residency  part;  is  that  right? 
Ms.  Brandon.  Correct. 

Senator  Nunn.  Did  you  talk  to  the  instructors  while  you  were  a 
financial  aid  officer  and  get  their  attitude  about  what  was  going 
on? 

Ms.  Brandon.  A  little  bit.  The  main  objection  was  the  quality  of 
the  student  that  was  being  enrolled  and  the  reasons  why,  and  how 
it  was  making  their  job  difficult  when  some  of  the  students  literal- 
ly couldn't  read  or  write,  some  students  didn't  speak  the  English 
language,  and  there  were  a  lot  of  complaints  in  that  direction. 

Senator  Nunn.  But  the  instructors  were  trying  to  do  their  job;  is 
that  right? 

Ms.  Brandon.  Yes,  sir,  they  were. 

Senator  Nunn.  What  was  the  yearly  dollar  loan  volume  of  the 
school  when  you  left?  Do  you  recall,  approximately? 

Ms.  Brandon.  I  can  only  tell  you  how  many  applications. 

Senator  Nunn.  How  about  that.  Tell  us  the  number  of  applica- 
tions. 
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Ms.  Brandon.  We  were  receiving  anywhere  from  200  to  350  stu- 
dent loan  checks  per  week. 
Senator  Nunn.  And  what  was  the  usual  amount  of  those  checks? 
Ms.  Brandon.  $2,000  to  $2,500  per  check. 

Senator  Nunn,  So  that  would  be,  if  it  was  $2,000  times  200,  that 
would  be  what?  Two  thousand  times  200.  Let's  see  here.  That  is 
$400,000  a  week,  approximately. 

Why  did  you  quit  as  the  student  financial  aid  administrator? 

Ms.  Brandon,  Because  my  husband  was  fired  and  he  worked  for 
the  school  in  the  admissions  department. 

Senator  Nunn.  What  was  his  job? 

Ms.  Brandon.  He  was  a  regional  sales  manager.  He  trained  the 
representatives  that  were  hired.  I  guess  he  did  some  hiring  when 
he  was  on  the  road.  He  trained  the  sales  or  admissions  representa- 
tives for  various  states. 

Senator  Nunn.  Were  you  aware  of  the  selling  techniques  that 
were  going  on  by  the  schools  representatives? 

Ms.  Brandon.  The  only  selling  technique  that  I  saw  was  a  color 
video,  and  that  was  in  the  last  year,  I  think  it  was  beginning  or 
mid- 1988  when  they  made  a  color  video,  and  they  showed  it  to  ev- 
erybody in  the  school.  I  saw  that,  but  no,  I  am  not  aware. 

Senator  Nunn.  What  was  the  pitch  with  that  color  video?  What 
were  they  portraying  there? 

Ms.  Brandon.  They  showed  different  places  around  the  world,  I 
guess  exotic  places,  places  where  the  student  couJd  travel  on  famil- 
iarization trips.  They  showed  people  in  travel  agencies  and  behind 
airline  ticket  counters. 

Senator  Nunn.  Did  you  think  that  was  a  correct  representation 
of  what  was  really  likely  to  be  the  future  of  these  people  who 
enroll? 

Ms.  Brandon.  I  don't  think  it  was  realistic,  no. 

Senator  Nunn.  I  understand  from  vour  testimony  that  ycu  were 
instructed  to  try  to  convince  all  students  to  apply  for  a  Federal 
loan,  even  those  who  wanted  to  pay  cash,  is  that  right? 

Ms.  Brandon.  Yes,  sir. 

Senator  Nunn.  And  the  reason  for  that  is  to  get  all  the  money 
up  front? 
Ms.  Brandon.  Yes,  sir. 

Senator  Nunn.  Were  there  many  students  that  wanted  to  pay 

cash,  or  did  most  of  them  

Ms.  Brandon.  Very  few. 

Senator  Nunn,  Ms.  West,  let  me  ask  you  this  question.  You 
stated  that  the  school's  representative  showed  you  brochures  of 
beautiful  faraway  places,  and  that  you  would  be  able  to  visit  these 
places  free  of  charge. 

Do  jrou  believe  this  was  an  incentive  primarily  to  get  you  en- 
rolled in  the  school? 

Ms,  West.  Yes,  I  do. 

Senator  Nunn.  Did  it  work? 

Ms.  West.  Yes,  it  did. 

Senator  Nunn.  How  about  you  Ms.  Jones,  did  you  have  anything 
like  that?  Did  you  see  any  brochures  or  color  slides? 
Ms.  Jones.  No,  sir. 

Senator  Nunn.  You  just  saw  the  advertisement? 
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Ms.  Jones.  I  was  never  visited  by  anyone.  Everything  was 
through  the  mail. 

Senator  Nunn.  Right.  Ms.  West,  do  you  believe  that  what  you 
were  shown  was  an  accurate  portrayal  of  what  was  likely? 

Ms.  W~st.  No,  sir.  From  several  different  travel  agencies  I  have 
talked  to  and  several  different  schools,  familiarization  trips,  you  ac- 
tually do  have  to  pay  for,  not  the  amount  that  a  regular  person 
would,  but  you  would  still  have  to  pay  for  those. 

Senator  Nunn.  So  you  believe  you  were  misled  in  that  respect? 

Ms.  West.  Yes. 

Senator  Nunn.  Ms.  Brandon,  again,  Ms.  West  testified  that  the 
school  representative  told  her  that  ACT  had  a  very  high  placement 
rate  for  its  graduates  and  that  major  travel  agencies  and  airlines 
visited  the  school  to  recruit  students. 

Did  you  ever  observe,  while  you  were  at  the  school,  major  travel 
agents  and  airlines  recruiting  at  the  school? 

Ms.  Brandon.  No,  sir,  I  never  saw  them.  The  placement  educa- 
tion building  was  about  a  quarter  of  a  mile  away  and  we  were  told 
that  they  were  there.  I  never  saw  them  myself. 

Senator  Nunn.  So  you  would  not  have  been  in  a  position  to  ob- 
serve whether  they  were  there  or  not? 

Ms.  Brandon.  No,  sir. 

Senator  Nunn.  Did  the  ACT  school,  Ms.  Brandon,  have  a  job 
placement  department? 
Ms.  Brandon.  To  my  knowledge  they  did. 
Senator  Nunn.  They  did? 
Ms.  Brandon.  Yes,  sir. 

Senator  Nunn.  Did  you  know  any  of  those  people? 
Ms.  Brandon.  Yes. 

Senator  Nunn.  Did  they  really  work  at  their  job? 
Ms.  Brandon.  They  worked  there.  I  physically  saw  them  there. 
Senator  Nunn.  How  many  employees  did  they  have,  do  you 
know? 

Ms.  Brandon.  I  would  say  about  five. 

Senator  Nunn.  Do  you  have  any  idea  of  what  their  actual  place- 
ment record  was  for  those  who  actually  graduated? 
Ms.  Brandon.  About  10  to  20  percent,  I  believe. 
Senator  Nunn.  What  were  they  claiming? 

Ms.  Brandon.  I  was  told  to  put  88  to  90  percent  on  applications 
to  the  different  agencies  for  loan  processing. 

Senator  Nunn.  So  they  were  claiming  88  to  90  percent  placement 
rate,  and  to  your  best  knowledge  it  was  somewhere  around  10  to  20 
percent? 

Ms.  Brandon.  Yes,  sir. 

Senator  Nunn.  Let  me  ask  Ms.  West  and  Ms.  Jones  both  this 
question.  How  much  do  you  currently  owe  on  your  student  loans  as 
a  result  of  your  program  with  this  school? 

Ms.  West,  first,  do  you  know  how  much  you  owe  now? 

Ms.  West.  Nobody  seems  to  know  the  answer  to  that  one.  1  have 
contacted  UNIPAC.  They  say  one  thing.  They  say  $2,625  now.  ACT, 
my  file  has  been  on  alert  now  for  6  months.  They  cannot  find  my 
file  and  they  cannot  tell  me  what  I  owe.  Ail  they  can  say  is  that 
they  know  that  they  made  the  refund. 

Senator  Nunn.  Ms.  Jones,  do  you  know  how  much  you  owe? 


ERIC 


10. 


96 

Ms.  Jones.  At  the  present  time  I  owe  $2,125. 

Senator  Nunn.  And  you  are  paying  it  now?  Do  you  nave  a  job 
now? 

Ms.  Jones.  Yes,  sir. 

Senator  Nunn.  Where  do  you  work? 

Ms.  Jones.  At  an  office  supply  store. 

Senator  Nunn.  And  Ms.  West,  how  about  you  now? 

Ms.  West.  I  am  a  professional  training  specialist.  I  am  what  they 
call  a  travel  team.  I  train  low-skilled  people  all  over  Georgia  and 
Florida. 

Senator  Nunn.  Is  that  a  Government  position? 
Ms.  West.  JTPA.  It  is  a  service  provider. 

Senator  Nunn.  Right.  Ms.  Brandon,  what  upsets  you  the  most 
about  what  you  saw  going  on  while  you  were  at  ACT  regarding 
guaranteed  student  loans?  ,  .  . 

Ms.  Brandon.  Probably  the  fact  that  we  were  governed  by  the 
Federal  regulations  under  the  Title  IV  program,  and  they  were 
clearly  stated.  1  worked  very  hard  to  understand  them  and  inter- 
pret them,  and  it  seemed  that  I  had  no  control  over  following  them 
properly.  And  I  think  a  lot  of  the  students  who  did  enroll  had  good 
intention,  and  they  won't  get  a  chance  any  other  way,  other  than 
through  a  proprietary  school,  because  they  don't  have  the  criteria 
or  the  eligibility  to  get  into  a  state  school,  and  this  was  the  perfect 
opportunity  for  them  and  it  could  have  been  run  properly. 

Senator  Nunn.  You  testified  that  you  observed  Joseph  Calareso 
alter  the  information  on  the  PQP  form  to  show  that  a  student  had 
obtained  a  high  school  diploma  or  equivalent  when  the  student  in 
fact  had  not.  Is  that  correct? 

Ms.  Brandon.  Yes,  it  is. 

Senator  Nunn.  Did  you  observe  any  other  people  in  high  levels 
in  the  school  basically  falsifying  information? 
Ms.  Brandon.  On  that  particular  item,  or  others? 
Senator  Nunn.  On  any  other  items? 
Ms.  Brandon.  Yes,  sir. 

Senator  Nunn.  Who  else  did  you  observe  falsifying  information.' 
Ms.  Brandon.  Jim  Calareso  and  the  regional  managers  that 
were  in  the  office  when  the  forms  were  incomplete. 
Senator  Nunn.  What  type  information  did  you  observe  them  fal- 

8  Ss^Brandon.  On  the  back  of  the  PQP  at  the  bottom,  the  s?»les 
representative  has  to  certify  that  the  information  that  the  student 
completed  on  the  form  is  accurate  and  that  they  show  the  ability  to 
benefit,  and  on  many  occasions  when  I  received  those  they  were 
unsigned,  and  I  gave  them  to  Joe  Calareso  for  signature. 

Senator  Nunn.  You  mentioned  that  while  you  were  at  industry 
conventions  and  other  professional  gatherings,  one  of  your  duties 
was  to  speak  informally  to  representatives  of  other  schools  about 
their  business  practices  and  lenders,  guarantors  they  used. 

What  did  you  find  out  in  your  conversations  with  these  individ- 
uals? Was  your  school  doing  things  like  they  were  doing  them,  or 
was  your  school  sort  of  an  exception? 

Ms.  Brandon.  I  never  asked  about  other  school's  business  prac- 
tices, simply  because  I  didn't  feel  comfortable  to  do  that.  But  there 
were  many  discussions  about  why  different  schools  chose  certain 
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lenders  and  guarantee  agencies,  and  it  was  basically  for  the  same 
reason  that  we  spread  ours  out  amongst  the  lenders  and  guaran- 
tors. 

Senator  Nunn.  Ms.  Brandon,  Mr.  Calareso  has  responded  to  an 
NHSC  finding  that  there  was  no  evidence  that  refunds  weren't 
being  made  on  a  timely  basis  as  follows,  this  is  what  he  said,  quote, 
"With  all  due  respect  to  the  Committee,  ACT  would  like  this  oppor- 
tunity to  affirm  that  it  has  always  been  our  policy  without  excep- 
tion to  issue  refunds  on  a  timely  basis  for  students  who  notify  us  of 
their  intentions  to  cancel  from  any  of  our  programs,"  end  quote. 

Based  on  your  experience,  do  you  agree  with  that  statement? 

Ms.  Brandon.  No,  I  do  not. 

Senator  Nunn.  Would  you  elaborate  on  that? 

Ms.  Brandon.  The  only  refunds  that  I  feel,  or  that  I  observed, 
that  were  issued  in  a  timely  manner  were  the  students  who  actual- 
ly wrote  in  a  letter  of  cancellation  and  returned  unused  lesson 
books. 

Senator  Nunn.  Those  are  the  only  ones  that  were  refunded 
promptly? 
Ms.  Brandon.  Yes. 

Senator  Nunn.  What  was  the  normal  refund  policy? 
Ms.  Brandon.  According  to  the  school  contract? 
Senator  Nunn.  No,  I  mean,  what  was  actually  happening  in  re- 
ality? What  actual  practice  did  the  school  follow  in  refunds? 
Ms.  Brandon.  Well,  that  is  hard  to  say. 

Senator  Nunn.  Was  it  slow,  or  was  it  cumbersome?  Was  it  very 
difficult  for  students  to  get  refunds? 

Ms.  Brandon.  Well,  the  ones  that  did  send  in  a  letter,  you  know, 
and  I  knew  that  they  were  due  within  30  days  to  the  lender,  so 
those  were  L«sued  on  time. 

Other  refunds  were  basically  students  who  went  through  their  1- 
year  enrollment  term  and  didn't  finish  the  training,  the  corre- 
spondence portion,  and  then  did  not  come  to  resident  training.  So 
we  pulled  all  of  those  files  and  I  gave  them  all  to  Joe.  And  general- 
ly, a  resident  training  portion  would  be  issued  if  we  could  get  that 
issued,  but  there  was  never  really  a  set  policy.  If  a  student  would 
call  up  and  complain  a  great  deal,  then  that  was  a  problem  student 
and  we  would  go  ahead  and  issue  it.  But  if  there  was  nothing  said 
or  done,  then  we  would  

Senator  Nunn.  So  it  took  a  great  deal  of  effort  on  the  part  of 
student? 
Ms.  Brandon.  Yes,  it  did. 

Senator  Nunn.  Joe  Calareso  responded  to  a  National  Home 
Study  Council  criticism  of  graduation  rates  by  saying  "But  realisti- 
cally, graduation  rates  will  only  improve  if  students  can  access  ad- 
ditional forms  of  student  assistance,  such  as  a  Pell  grant,  or  an  in- 
stitutional loan." 

What  do  you  say  about  that  response? 

Ms.  Brandon.  I  don't  relate  to  that. 

Senator  Nunn.  Did  they  need  more  money? 

Ms.  Brandon.  Absolutely  not. 

Senator  Nunn.  Is  that  the  problem? 
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Mb.  Brandon.  They  needed  better  quality  education  and  the  in- 
structors that  wen?  there  to  help  them.  And  motivation,  it  was  lack 
of  motivation.  There  wasn't  anything  to  motivate  students. 

Senator  Nunn.  Senator  Roth? 

Senator  Roth.  Ms.  Brandon,  when  did  you  graduate  from  Ameri- 
can Career  Training  school? 
Ms.  Brandon.  In  January  of  1986. 

Senator  Roth.  And  at  that  time  did  the  school  participate  in  the 
Federal  student  loan  program? 

Ms.  Brandon.  I  am  sorry,  it  was  January  of  1984.  No,  they  did 
not  have  a  student  aid  program. 

Senator  Roth.  Now,  in  1984  what  did  the  school  advertise  its  tui- 
tion to  be? 

Ms.  Brandon.  When  1  began  working  there  in  1985? 

Senator  Roth.  No,  when  you  attended  the  school. 

Ms.  Brandon.  I  believe  it  was  $1,295. 1  was  only  charged  for  resi- 
dent training  and  $50  for  my  books. 

Senator  Roth.  The  advertised  rate  was  $1,295  and  you  only  paid 
$50? 

Ms.  Brandon.  Yes,  sir. 

Senator  Roth.  Was  that  typical  of  the  students,  or  do  you  know? 
Ms.  Brandon.  I  don't  know. 

Senator  Roth.  When  was  the  school  approved  to  participate  in 
the  Federal  student  loan  program  and  what  was  the  cost  of  tuition 
when  the  school  began  participating  in  the  program? 

Ms.  Brandon.  It  wes  May  of  1985,  and  the  tuition  was  $1,295. 

Senator  Roth.  Did  they  start  charging  the  full  amount  then,  do 
you  know? 

Ms.  Brandon.  I  am  sorry,  I  don't  understand  the  question. 
Senator  Roth.  Did  they  require  the  full  amount  of  tuition  to  be 
paid  by  **he  student  at  that  time? 
Ms.  Brandon.  Yes. 

Senator  Roth.  Since  you  were  the  financial  aid  administrator,  do 
you  know  why  the  school  offered  deeply  discounted  tuition  rates 
prior  to  being  approved  for  Federal  student  loans  and  then  started 
charging  the  full  $135  after  being  approved? 

Ms.  Brandon.  No,  I  do  not. 

Senator  Roth.  Now,  you  testified  that  all  of  the  outside  reviews 
of  the  school  were  based  on  inaccurate  information  from  records 
which  had  been  altered  at  Joseph  Calareso's  direction. 

To  your  knowledge,  did  any  reviewing  official  ever  discover  that 
these  records  had  been  tampered  with? 

Ms.  Brandon.  Not  to  my  knowledge. 

Senator  Roth.  How  many  times  did  ACTs  president,  Mr.  Calar- 
eso,  direct  you  to  change  information  on  a  student's  Personal  Qual- 
ification and  Profile  form? 

Ms.  Brandon.  During  two  different  reviews. 

Senator  Roth.  Did  you  ever  follow  his  directions  and  change  

Ms.  Brandon.  Yes,  sir,  I  did. 

Senator  Roth.  Yes,  you  did.  How  many  times? 

Ms.  Brandon.  I  would  say  probably  on  10  or  12  files. 

Senator  Roth.  Why  was  the  information  changed  or  added  to? 

Ms.  Brandon.  Because  there  was  a  break  in  the  lesson  submis- 
sion schedule.  We  had  to  follow  the  regulations  as  far  as  the  loan 
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being  disbursed  and  lessons  being  submitted,  and  the  files  did  not— 
the  files  weren  t  showing  compliance  to  those  regulations,  so  we 
had  to  make  them  look  like  they  were. 

Senator  Roth.  You  said  that  you  were  very  familiar  with  the 
federal  regulations,  that  you  personally  studied  them. 

Let  me  ask  you  this.  Wouldn't  it  have  been  possible  for  the 
school  to  have  followed  those  regulations  and  stay  within  the  law 
and  still  make  a  very  significant  sum? 

Ms.  Brandon.  I  think  so. 

Senator  Roth.  Were  the  requirements  of  the  law  or  regulations 
very  stringent,  or  were  they  pretty  loose  as  far  as  the  school  was 
concerned? 

Ms-  Brandon.  Well,  I  think  they  were  more — I  think  they  were 
vague.  When  it  comes  to  proprietary  schools,  the  Register  is  the 
law  tor  all  schools,  and  you  have  to  really  read— you  have  to  read 
them  and  you  have  to  read  them  well  to  figure  out  what  applies  to 
f  Proprietary  school,  and  I  think  that  is  where  a  lot  of  the  prob- 

Senator  Roth.  Did  you  ever  hear  the  owners  of  the  school  discuss 
the  curricula  and  express  interest  or  concern  about  whether  or  not 
they  were  giving  students  an  adequate  program? 

Ms.  Brandon.  No,  I  didn't  talk  to  them  about  education. 

senator  Roth.  That  was  without  your  area  of  responsibility'? 

Ms.  Brandon.  Yes,  sir.  ' 

Senator  Roth.  I  have  no  more  questions,  Mr.  Chairman. 

benator  Nunn.  Do  any  of  you  have  anything  else  you  would  like 
to  say  today  before  the  Subcommittee?  You  have  been  very  helpful 
and  we  appreciate  very  much  you  being  here.  Ms.  Jones,  Ms.  Bran- 
don rnd  Ms.  West,  thank  you  so  much  for  your  testimony. 

Our  hnal  witness  this  morning  is  Mr.  Joseph  Calareso,  the  Presi- 
Tt"LtniuC(>TWn?,r  of  the  American  Career  Training  Corporation 

i!r  m  PomPano  Beach,  Florida. 

♦  «r  n  areso*'  we  fwear  a11  the  witnesses  before  the  Subcommit- 
tee. Will  you  please  hold  up  your  hand? 

,  .9° y°«  swear  the  testimony  you  give  before  this  Subcommittee 
will  be  the  truth,  the  whole  truth,  and  nothing  but  the  truth  so 
neip  you  Uodr 
Mr.  Calareso.  I  do,  Senator. 

Senator  Nunn.  Thank  you,  sir.  Mr  Calareso,  would  you  give  us 
your  full  name  and  address,  please,  sir. 

TESTIMONY  OF  JOSEPH  CALARESO.  PRESIDENT,  AMERICAN 
CAREER  TRAINING  SCHOOL 

Mr.  Calareso.  Joseph  A.  Calareso,  4231  Northwest  101  Drive 
l/oral  Springs,  Florida. 

Senator  Nunn.  I  understand  you  are  accompanied  here  today  bv 
your  attorney;  is  that  correct?  "  y 

Mr  Propper.  That  is  correct,  Senator.  My  name  is  Eugene  Prop- 
per.  I  represent  Mr.  Calareso  today.  I  am  here  today  on  behalf  of 
J^L^T80'  ll  the  a^eof  John  Grabow,  who  is  out  of  the 
country.  As  we  have  to*d  the  Subcommittee,  and  as  Ms.  Hill  knows, 
Mr.  Grabow  had  a  prior  commitment  which  he  had  prior  to  the 
time  the  subpoena  was  issued.  We  could  not  find  an  available  date 
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that  both  the  Subcommittee  and  I  could  do,  although  we  tried  to  do 
it. 

I  might  add  one  other  point  if  I  may,  Senator.  After  the  Febru- 
ary 20th  hearing  at  which  you  presided,  and  after  subsequent 
events,  we  have  spoken  to  the  Subcommittee,  Mr.  Grabow  and  1,  on 
a  number  of  occasions.  We  have  advised  the  Subcommittee,  both 
orally  and  in  writing,  that  in  light  of  the  allegations  that  have 
been  made,  and  in  light  of  the  fact  that  this  was  to  be  a  day  just 
involving  ACT,  that  Mr.  Calareso  was  not  going  to  testify  today 
and  was  going  to  assert  his  constitutional  privilege  not  to  do  so. 

We  have  never,  to  my  knowledge,  asked  that  the  hearings  be 
closed.  We  simply  asked  that  Mr.  Calareso's  testimony,  when  we 
advised  the  Subcommittee  that  he  would  not  be  testifying,  be  taken 
in  closed  session  because  we  did  not  see  a  legitimate  legislative  pur- 
pose for  doing  anything  but  embarrass  the  witness. 

Senator  Nunn.  Let  me  just  read  a  paragraph  from  a  letter  dated 
February  22d,  second  page,  top  paragraph,  signed  by  Mr.  John 
Grabow,  "I  also  request  that  if  you  insist  that  Mr.  Calareso  testify 
at  the  February  26  hearing,  that  the  entire  hearing  be  held  in 
closed  session." 

Mr.  Propper.  Yes,  but  when  we  found  out  you  would  not  do  that, 
we  asked  that  simply  his  testimony  be  held  in  closed  session. 

Senator  Nunn.  Okay.  Well,  all  I  said  was  that  you  had  asked 
that  the  hearing  be  closed,  and  that  is  what  the  letter  says. 

Mr.  Propper.  And  I  would  reiterate  that  today,  Senator.  He  is 
here,  he  will  not  be  answering  questions,  pursuant  to  the  advice  of 
counsel,  and  we  would  ask  that  for  that  purpose  the  hearing  be 
closed 

Senator  Nunn.  Our  Subcommittee  has  for  a  long  time  required 
that  the  witness,  himself  or  herself,  assert  the  privilege.  We  have 
found  over  a  period  of  time  that  assertions  bv  lawyers  in  a  letter 
are  not  always—most  of  the  time  they  are—but  net  always  what 
the  witness,  himself,  or  herself,  desires.  So  we  have  in  most  cases 
required  the  witness  to  assert  their  privilege  in  person,  which  is,  of 
course,  their  right  under  the  Constitution  and  laws. 

So  we  understand  counsel's  position  and  we  understand  also  why 
Mr.  Grabow  could  not  be  here,  and  we  wish  that  we  could  have  re- 
scheduled, but  we  just  were  not  able  to  do  that  consistent  with  the 
overall  Subcommittee  schedule  and  the  Senate  schedule. 

Mr.  Calareso,  I  am  going  to  ask  you  a  few  questions. 

Are  you  president  of  the  American  Career  Training  Corporation 
of  Pompano  Beach,  Florida? 

Mr.  Calareso.  Yes,  sir,  I  am. 

Senator  Nunn,  How  long  have  you  held  that  position? 

Mr.  Calarkso.  Senator,  on  the  advice  of  counsel,  I  respectfully 
decline  to  answer  the  question  and  I  assert  the  rights  guaranteed 
me  by  the  5th  amendment. 

Senator  Nunn.  Mr.  Calareso,  what  is  your  educational  and  em- 
ployment background? 

Mr.  Calareso.  I  am  a  graduate  of  Bowdoin  College. 

Senator  Nunn.  Bowdoin  College? 

Mr.  Calareso,  In  Brunswick,  Maine. 

Senator  Nunn.  And  what  year  did  you  graduate? 

Mr.  Calarkso.  1970. 
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Senator  Nunn.  What  was  your  degree  in? 
Mr.  Calakeso.  Economics. 

Senator  Nunn.  What  background  do  you  have  in  the  travel  in- 
dustry? 

Mr.  Calareso.  Senator,  on  the  advice  of  counsel,  I  respectfully 
decline  to  answer  the  question  and  I  assert  the  rights  guaranteed 
me  by  the  5th  amendment. 

Senator  Nunn.  Mr.  Calareso,  what  are  the  other  officers  of  the 
corporation?  Could  you  give  us  the  names  of  the  other  officers?  You 
are  president. 

Mr.  Calareso.  My  brother  James  Calareso  is  vice  president. 
Senator  Nunn.  Any  other  officers?  Do  you  have  a  secretary- 
treasurer? 

Mr.  Calareso.  I  believe,  Senator,  either  it  would  be  myself  or  my 
brother.  J 

Senator  Nunn.  Is  the  corporation  privately  held? 

Mr.  Calareso.  Senator,  on  the  advice  of  counsel  I  respectfully  de- 
cline to  answer  the  question. 

Senator  Nunn.  Mr.  Calareso,  1  don't  know  whether  you  have 
been  here.  Have  you  been  here  this  morning  to  listen  to  the  testi- 
mony? 

Mr.  Propper.  No,  Senator,  he  was  out  in  the  hall. 

Senator  Nunn.  I  was  going  to  ask  you  if  you  wanted  to  comment 
on  any  of  the  testimony  that  had  been  heard,  any  allegations 
against  your  company. 

Mr.  Propper.  He  does  not  see  fit  to  comment  this  morning,  Sena- 
tor. 

Senator  Nunn.  All  right,  let's  let  the  witness  answer. 

Mr.  Calareso.  I  have  no  comment  now,  Senator. 

Senator  Nunn.  Mr.  Calareso,  we  have  heard  testimony  this 
morning  that  ACT  submitted  students  for  Federal  student  loans 
who  did  not  have  high  school  diplomas  or  a  GED  certificate,  is  that 
correct? 

Mr.  Calareso.  Senator,  on  the  advice  of  counsel  I  respectfully  de- 
cline to  answer  the  question. 

Senator  Nunn.  Mr.  Calareso,  did  you  ever  instruct  anyone  in 
your  employ  to  alter  school  records  that  the  students  had  filled 
out? 

Mr.  Calareso.  Senator,  on  the  advice  of  counsel  I  respectfully  de- 
cline to  answer  the  question. 

Senator  Nunn.  Did  you  ever  yourself  alter  any  of  the  records? 

Mr.  Calareso.  Senator,  on  the  advice  of  counsel  I  respectfully  de- 
cline to  answer  the  question. 

Senator  Nunn.  Mr.  Calareso,  I  think  you  have  established  your 
intention  in  this.  Let  me  ask  you  one  final  question. 

y°?r  intention  to  exercise  your  5th  amendment  right  under 
the  Constitution  to  not  incriminate  yourself  by  declining  to  answer 
these  questions  relating  to  your  school  and  school  activities  before 
this  Subcommittee  today? 

Mr.  Calareso.  Yes,  Mr.  Chairman. 

Senator  Nunn.  Mr.  Calareso,  we  regret  that  you  are  not  going  to 
be  testifying  because  we  have  important  legislative  concerns  here, 
important  management  concerns,  but  we  recognize  your  right  to 
invoke  the  protections  of  the  5th  amendment  and  decline  to  testify 
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In  light  of  your  decision  to  exercise  that  right,  I  shall  excuse  you 
now  with  no  further  questions. 
Mr.  Calareso.  Thank  you.  Senator. 
Mr.  Pkopper.  Thank  you,  Senator. 

Senator  Nunn.  I  want  to  thank  the  witnesses  for  being  here 
today.  We  will  continue  these  hearings  in  this  overall  area  at  some 
point  subject  to  notice  from  the  Chair. 

We  have  Exhibits  15  through  33  which,  without  objection,  wil!  be 
made  part  of  the  record. 

[See  Exhibit  Nos.  15-33  starting  on  p.  247.] 

Senator  Nunn.  The  Subcommittee  will  now  adjourn.  Thank  you 
very  much. 

[Whereupon,  at  11:30  a.m.,  the  Subcommittee  adjourned  subject 
to  the  call  of  the  Chair.] 
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SUMMARY  OF  G*0  TESTIMONY 
BY  KR*  FRANKLIN  HAZIER 
ON  THE 

THE  STAFFORD  STUDENT  LOAN  PROGRAM 

The  Stafford  Loan  Prograa  (formerly  called  the  Guaranteed  student 
Loan  Prog ran 5  makes  three  kinds  of  student  loans:  Stafford  Loans, 
Supplemental  Loan*  for  Student  (SLSJ ,  and  Parent*  Loans  for 
Undergraduate  Studerts  (PLUS),    Stafford  loans  are  low  interest 
(currently  8  percent)  loans  that  are  made  on  the  basis  of  financial 
need?  the  federal  government  pays  interest  on  the  loan  while 
students  are  in  school?  and  students  generally  begin  repayment 
within  6  months  after  leaving  school.  SLS  and  PLUS  loans  are  not 
based  on  financial  need;  interest  rates  vary  annually  (currently  12 
percent);  both  can  provide  assistance  up  to  $20,000?  and  repayment 
of  principal  and  interest  generally  begin  60  days  after  the  loan 
is  made. 

In  1989  the  Stafford  Loan  Program  made  over  4  million  loans  in 
the  amount  about  $12  billion.     The  Program  accounts  for  about  54 
percent  of  student  aid  provided  by  the  Department  of  Education. 
Both  public  and  private  postsecondary  schools  participate  in  the 
program.     Each  loan  is  insured  by  one  of  the  55  state  or  nonprofit 
guaranty  agencies.     Guaranty  agencies  can  collect  an  insurance 
premium  of  up  to  3  percent  for  each  loan;  they  reimburse  lender* 
for  100  percent  of  defaulted  claims;  and  they  serve  as  lenders  of 
last  resort.     The  Department  of  Education  administers  the  Program; 
reinsures  the  guaranty  agencies  for  100  percent  of  defaulted  loans, 
except  in  those  cases  where  the  agencies  default  rate  exceeds  5 
percent;  and  makes  interest  payments  to  lenders  for  Stat  ford  loan 
borrowers  while  they  are  in  school* 

3BOWJH  jln  JOAHSxJEE^ 

fc*  tween  1983  and  1989  program  loans  have  grown  from  about  $7 
billion  to  over  $12  billion  annual ly--an  83  percent  increase, 
similarly,  the  number  of  loans  increased  56  percent  from  3  mill;on 
to  4.7  million.     During  the  same  period  defaults  increased  over  336 
percent  from  $444  million  to  about  $1.9  billion.     In  terms  of 
program  costs,  defaults  increased  from  10  percent  m  1983  to  about 
36  percent  in  1989.     Loans  to  students  attending  proprietary 
schools  have  risen  from  17  percent  in  1983  to  about  34  percent* 

In  19E9  we  reported  that  proprietary  school  borrowers 
accounted  for  22  percent  of  all  loans,  but  44  percent  of  the 
defaults.     Studies  by  Education  in  1986  and  1987  also  indicate  that 
the  default  rate  at  proprietary  schools  is  significantly  higher 
than  for  other  kinds  of  schools  that  participate  in  the  Stafford 
program. 

Attached  to  my  statement  is  a  list  of  our  studies  on  student 
financial  aid  programs.     These  studies  contain  severe" 


no 


105 


recommendations  that  could  improve  the  program  and  reduce  the 
default  rate*     Some  of  our  recommendations  have  been  adopted  by  the 
Congress  and  tho  Department,  e.g.,  actions  have  bsen  taken  to 
standardize  schools*  policies  on  refunding  tuition  and  fees,  and  to 
delay  loan  disbursements  to  schools  and  students  until  30  days 
after  enrollment  and  an  indication  of  satisfactory  completion. 
However,  our  recommendations  regarding  risk  sharing  by  lendrr^  end 
guaranty  agencies  have  not  been  .jopted. 

A£XI^£ JXJXftE  XQNGBKS JUilLJ&EABXMffll JKLBZWSX IOAN  defaults 

Loan  consolidation  and  the  denial  of  loans  to  schools;  with  default 
rates  over  30  percent  are  two  recent  actions  taken  by  the  Conare*£ 
that  could  reduce  the  default  rate.    The  Department  has  recently 
published  regulations  that  address  tha  default  problem.  for 
example,  requiring  schools,  with  default  rate  over  20  percent  to 
establish  a  default  management  plan  is  a  major  initiative  of  the 
department » 
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Mr.  Chairman  and  Members  of  the  Subcommittee : 

I  am  pleased  to  be  here  today  to  discuss  the  Stafford  S-.udent  Loan 
Program.    This  program  is  of  extreme  importance  to  students 
seeking  a  postsecondary  education  and  to  the  future  workforce  of 
our  nation.     However,  in  recent  years  it  has  been  the  subject  of 
greater  scrutiny  and  much  of  that  has  focused  on  those 
student-borrowers  who  have  defaulted  on  their  loans. 

X  will  focus  my  comments  tod^y  on  (1)   how  the  Stafford  program 
works,    (2)  the  growth  in  loans  guaranteed  and  defaulted,   and  (3) 
past  GAQ  recommentfat ion-,  and  recent  legislative  and  regulatoiy 
changes , 

MAJOR  riNANCIA L..AI ejaesBMS 

The  Department  of  Education  offers  seven  major  student  financial 
aid  programs.     These  programs  were  established  by  title  IV  ot  the 
Higher  Education  Act,  as  amended,  and  include  Pell  grants, 
supplemental  educational  opportunity  grants,  college  work  study. 
Perkins  loans,   Stafford  loans,  Parent  Loans  for  Undergraduate 
Students  (PLUS),  and  Supplemental  Loans  for  Students   (SLS; .  For 
fiscal  year  1989,  the  Department  estimates  that  the  seven  prog rare 
made  almost  $18  billion  of  student  aid  available  through  ov(  -  0 . F 
million  awards.     (See  table  1.) 


1 


ERIC 


107 


l£k).S-Li Aid  Available  an^  dumber  ot  Awa r d ; 
EiriS Q£ieU, JlH JEr.ograins._j  Fiscal  Year  t?g?> 


J'or  .the.  Seven.  MvU* 


Pell  grants 

Supplemental  grants 

Work  study 

Perkins  loans 

Stafford 

PLUS 

SLS 

Totals 


Aid  available 


$4,  863 , 
442, 
780, 
684  . 
8,431 . 
689. 

■  ■l«gI7tP 

$17,906.7 


Number  ot 
awards 

th9,u_§ajiaM 

3,  302 

633 

835 

R26 
3,324 

218 
 6,2£ 

9,814 


The  Stafford  student  Loan  Program,   formerly  called  the  Guaranteed 
Student  Loan  Program,  consists  of  Stafford,  PLUS ,   and  SLs  loans. 
These  three  kinds  of  loans  represented  60  percent  of  federal 
student  aid  made  available  in  fiscal  year  1989.     These  loans  are 
guaranteed  by  the  federal  government  against  borrowers*  death, 
disability,  bankruptcy,  and  default.     Banks,  credit  unions,  and 
savings  and  loan  associations  are  the  primary  providers  ot  student 
loans . 

T.ie  three  types  of  loans  differ  somewhat  in  their  terms  and 
conditions  and  I  would  like  to  highlight  some  of  these  differences-.. 

iQXA  .loans 


These  loans-- 1 ormerly  called  guaranteed  student  leans-are  the 
largest  of  the  three  loan  types  (77  percent  of  aid  available  in 
1989}  and  have  been  available  since  the  program  was  created  as  part 
of  the  Higher  Education  Act  of  1965.     The  loans  are  based  on  the 
student-borrower's  financial  needs  which  means  that  all  borrower? 
must  show  financial  need  regardless*  of  their  income  to  quality. 
Other  key  facts  are: 


2 


1U 

o 

ERIC 


108 


 Ir.verest  rates  for  new  borrower:*  are  e  percent   for  the  fin: 

4  years  of  repayment  then  10  percent  after  that, 

—Maximum  loans  limits  are  $17,250  for  undergraduates  and 
$54,750  for  graduate  students. 

— Borrowers  generally  have  a  6-month  grace  per. -d  att»  r 
leaving  school  before  repa> merit  begins. 

PLUS  Loans 

These  loans  enable  parents  to  borrow  funds  tor  each  dependent 
student   (those  who  arc  not  generally  responsible  for  then  own 
financial  support)  enrolled  at  a  school.     These  loans  basically 
started  in  1981  ar.d  are  not  needs-based.     Other  key  facts  are: 

--Interest  rates  are  variable  and  are  determined  once  a  year 
with  a  ceiling  of  12  percent,  which  is  the  current  rate. 

—Maximum  loan  limits  for  each  dependent  are  $4,000  per  year 
to  a  total  of  $20,000. 

— There  is  normally  no  grace  period  and  repayment  must 
generally  begin  within  60  days  after  disbursement. 

J=£>ans 

These  loans  are  available  to  independent  undergraduates  (tho**e 
students  generally  responsible  for  their  financial  support^  and 
graduate  students.     These  loans  basically  started  in  19821  and  like 
PLUS  loans  are  not  needs-based.     Also  like  PLUS  loans,   SLS  Icins 
generally  have  the  same  interest  rate,  borrowing  limits,  and  no 
grace  period.     However,  some  of  the  provisions  for  SLS  loans  were 
recently  changed  in  legislation  and  I  will  discuss  those  changes 
later  in  my  statement. 


*SLS  loans  weie  part  of  the  Auxiliary  Leans  to  Assist  Students 
program  prior  to  1986  and  had  terns  i  nd  conditions  similar  to  SLS 
loans,  and  both  are  reported  by  the  Department  is  Sis,  low  . 
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HOW  THE  STAFfnpn  SIUBEEI  BBSgB&S  OPERATES 

The  program  involves  five  parties  including  students,  schools, 
lenders,  guaranty  agencies,  and  the  D«part»ent  of  Education.  I 
would  like  to  provide  some  information  on  each  party. 

The  Stuisns 

The  student  initiates  the  loan  process.     The  student  provides 
eligibility  information  to  the  school,  applies  to  a  lender  lor  the 
loan  after  eligibility  is  determined,  arranges  for  repayment  with 
the  lender,  and  repays  the  loan.     Stafford  loan  borrowers  receive  a 
federal  subsidy  throughout  the  period  of  their  loans  including  a 
low  interest  rate  and  make  no  interest  payments  on  the  loan  while 
they  attond  school.     When  the  student  completes  or  otherwise  leaves 
school,  he  or  she  is  to  start  repayment.     Between  fiscal  year  VjBi 
and  1989,  the  number  of  Stafford  program  loans  guaranteed  each  year 
increased  from  about  3  million  to  almost  4.7  million. 

lhfi_5cho.ei 

The  schools  verify  students'  eligibility  and  the  amount  of 
financial  aid  needed.     There  are  about  6,000  schools  part  icipat  i.-.i 
in  the  Stafford  program.     The  kinds  of  schools  participating  in  the 
program  are  categorized  by:  2-year  public,   2-year  private,  4-ycar 
public,  4-year  private,  and  proprietary  (for  profit  trad-,  and 
vocational)  schools. 

XbaJtendjoc 

Lenders  make  loans  and  under  the  programs'  guaranty  provisions, 
must  exercise  proper  care  in  making,  servicing,  and  collecting' 
them,  and  follow  the  applicable  prograir.  requirements.  Lenders 
bill  the  Department  each  quarter  for  the  feder.,1  interest  subsidy 
payment  for  the  loans  they  hold.    These  payments  include  the 
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students*  interest  while  they  are  in  school.     Also,  during  the  2  lie 
of  the  loan,  the  lender  receives  a  special  allowance  payment  that 
is  intended  to  provide  it  with  a  near-aarket  rate  of  return.  They 
file  default  claims  with  the  guaranty  agency,  but  cannot  be 
reimbursed  for  their  claims  until  borrowers  have  been  at  least  180 
days  delinquent. 

There  are  about  13,000  lenders  participating  in  the  program.  As 
of  September  30,   1988,  they  held  about  $45.1  billion  in 
outstanding  loans.     Approximately  $89  billion  in  guaranteed 
student  loan  commitments  were  made  since  the  program  began  in 
1965,     Most  of  the  loans  are  held  by  few  lenders.     Tor  example,  2b 
lenders  had  b'J  percent  of  the  $45,1  billion  outstanding,  and  one 
organization— the  federally  chartered  Student  Loan  Marketing 
Association— had  2b  percent  ($11.3  billion)  of  the  total.  [Sec 
table  2.) 

TAfcie  -Z;—  yen, Largest  Holders  in.  t.iL«!JktL*Jf«.^ 
^Dollars  in  millions) 

koajn  holder  toPunt _out  st a nd  j ng 


Student  Loan  Marketing  Association  $11,317.6 

Citibank  (New  York)  1,89;. 5 

California  Student  Loan  Finance  Corp.  l.?U.O 

Chase  Manhattan  Bank  (New  Vork)  96" ,4 

Nebraska  Higher  Education  Loan  Program  837.0 

Chemical  Bank  cNew  Vork)  7  2*.  7 

New  England  Education  Loan  Mktg.  Corp,  b87 .  ? 

Florida  Federal   Savings  Bank  574.0 

Marine  Midland  Bank   (New  York)  b®(y  1 

Manufacturers  Hanover  Trust  Company  4;4.3 


The  guaranty  agencies  carry  out  several  tasks,    including;  (1) 
issuing  guarantees  on  qualifying  loans  so  that  when  a  borrower 
fails  to  repay  his  or  her  loan  due  to  death,  disability, 
bankruptcy     or  default,  the  lenders  can  be  reimbursed  for  their 
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claims;  (2)  charging  students  an  insurance  premium  of  up  to  3 
percent  of  the  loan;  (3)  verifying  that  lenders  properly  service 
and  attempt  to  collect  loans  before  the  rgency  pays  default  claims 
and  (4)  remitting  to  the  Department  its  portion  of  monies  the 
agencies'  subsequently  collect  from  defaulted  borrowers. 

If  lenders  choose  not  to  make  loans  to  eligible  students— 
especially  those  attending  schools  with  high  default  rates— the 
guaranty  agency  must  find  another  lender  or  become  the  -lender  of 
last  resort-  itself.    There  are  55  guaranty  agencies— state 
agencies  or  private  nonprofit  organizations— that  acmini-ter  the 
program  in  the  50  states.  District  of  Columbia,  the  Pacific 
Islands,  Puerto  Rico,  and  the  Virgin  Islands. 

The  BftgArtffifias  EsfogftUaa 

The  Department  of  Education  is  responsible  for  administering  the 
Stafford  program  and  for  overseeing  the  activities  of  the  various 
participants,     it  pa,s  lenders  interest  subsidies,  and  reimburses 
guaranty  agencies  for  up  to  100  percent  of  lenders'  claims.  To 
partially  offset  program  costs,  the  Department  charges  borrowers  a 
S  P«rctnt  origination  fee  and  receives  payments  from  the  guaranty 
agencies  cn  collections  from  reinsured  defaulted  loans. 

Nov  J  wcul<J  like  to  prcvide  a  perspective  on  the  Stafford  program 
in  torn*  of  loan  growth,  defaults,  ana  progran  costs.  The 
Department  provided  us  with  the  information  *e  used  to  calculate 
loan  growth,  defaults.  &nC  program  costs.     The  data  cited  for 
fiscal  year  1989  are  #-*tiai,tes  ?rOB  tM  department. 
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IfiS 

The  Stafford  program  has  grown  during  the  1980s,  especially  since 
1983,    The  amount  of  new  loans  guaranteed2  through  fiscal  year  1989 
for  the  entire  program  increased  83  percent  since  1983.  Because 
PLUS  and  SLS  loans  were  basically  just  starting  during  this  period, 
their  growth  rates—  391  percent  and  1,893  percent,  respectively— 
are  expected  to  be  high.     (See  table  3,} 

Tafrie  ?:    Loan  .vpj,ttm^.^^abfifauit.iAl ly  increased  $inc£^XisgaI 
Year  198.3 

(Dollars  in  millions) 

^oans  guaranteed 
Fiscal  year            Fiscal  year  Percent 
Type  of  loan  1983  .   ISfiS  increase 

Stafford  $6,537  $9,581  47 

PLUS  151  3?i 


SLS 


i.»93 


Total  program  $6,794  $12,435  8? 


Defaults  have  risen  dramatically.     Overall,  defaults  for  the  total 
program  increased  338  percent  in  the  last  6  years.     Stafford  loans 
defaults  went  up  266  percent  from  fiscal  year  1983  through  fiscal 
year  1989,  while  PLUS  and  SLS  loan  increases  were  6,525  percent  and 
111,221  percent,  respectively.     (See  table  4.) 


*Loans  guaranteed  represent  commitments  made  to  lenders  by 
guaranty  agencies.     However,  actual  loan  disbursements  would  be 
less  in  those  instances  where  students  decide  not  to  enroll  in 
school  and  the  loan  was  cancelled. 
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Safe*  fj^^1^-^'-*-**14111**  i^fillx  JUKLa«ft«dLSincs_Eiftcci 
(Dollars  in  thousands) 


_         „  .  Fiscal  Fiscal  Percent 

Xj£Pft-fil_lflan  XS.tX^$U  year  ISfla  increase 

mfif0r<5  5444,022  $1,623,000  266 

5"JS                                                                        32,000  a 

SLS    ~..li&*Jlflfl  a 

Total  program  $444,770  $1,950,000  338 
a  Default  rates  for  PLUS  and  SLS  1 


Although  both  loan  volume  and  loan  defaults  havu  increased 
dramatically  over  the  last  6  years,  the  increase  in  defaults  has 
far  exceeded  the  increase  in  loan  volume.     For  example,   as  I 
pointed  out  earlier,  total  loans  increased  83  percent  from  fiscal 
>'7ar  1983  through  1985,  while  defaults  increased  338  percent-four 
times  faster  than  loan  volume.     Also,   for  all  three  kinds  of  loans, 
defaults  substantially  exceeded  loan  growth  during  the  last  6 
years.     (See  table  5.)     The  Department  attributes  a  large  portion 
of  these  default  increases  to  the  four-fold  increase  in  Stafford 
loans  from  1977  to  1933. 
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volume  Since  Fiscal  Year  1^63 

Loan  Default  T*Bes 

xypfi  of  loan  louus*  incrsage  fi*c*fttefl 

(Percentages) 


Stafford 

PLUS 

SLS 

Total  program 


47  266  f.7 

391  6.«*  16,7 

1,893  111,221  58.8 

B3  338  4.1 


■  program  Costs 

As  a  portion  of  total  program  costs3,  defaults  have  risen  fron 
about  10  percent  m  fiscal  year  1980  to  36  percent  in  1989, 
Interest  subsidies  have  decreased  as  a  portion  of  total  costs  to 
where  thny  were  about  60  percent  of  the  program's  costs   in  198^, 
Other  costs,   including  the  Department's  expenses  for  other  clair 
such  as  death  and  disability,  have  leveled  off  to  4  percent  of 
program  costs  in  1989.     'See  figure  1.) 


*The  default  costs  represent  claim  payment  ar  >unts  to  guara-ty 
agencies , 
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figure  I;    Ppfamts  Are  Becoming  *^is*s&xJ£&xi±Qn.-elJexs!SU3iB 


—  NwtMn 
At  or>*»  m» 


Students  from  proprietary  schools  arc  receiving  an  increasing 
share  of  Stafford  loans.     The  Department  reported  that  in  fiscal 
year  1983,  proprietary  school  borrowers  comprised  17  percent  of 
all  borrowers  and  received  14  percent  of  the  loan  dollars. 
However,   5  years  later,  34  percent  of  such  borrowers  received  30 
percent  of  Stafford  loans-double  the  1983  share,  although  these 
figures  declined  somewhat  in  1988,     (See  figure  2.) 
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f jcuxe  2?  Proprietary  School  Borrowers  Arg>  Receiving  An 
Increasing  Share _of  Stafford  Lganff 


\m  \m  '••»  "m 


The  default  rate  for  proprietary  school  borrowers  is  greater  than 
the  rate  for  borrowers  fro*  other  schools.     In  July  1989  we 
reported4  that  while  proprietary  school  borrowers  comprised  about 
22  percent  of  borrowers  who  received  their  last  loan  in  1983,  they 
accounted  for  44  percent  of  defaults  as  of  September  30,  1987. 
Over  that  4-year  period,  student  default  rates  for  the  five  kinds 
of  schools  ranged  from  10  percent  for  4-year  public  and  private 
schools,  to  39  percent  for  proprietary  schools.    The  Department  of 
Education  reported  similar  results  in  two  recent  studies  of  school 
default  rates.     Soth  studies  determined  which  borrowers,  by  kind  c 
school,  were  in  default  after  entering  repayment.    The  results 


^Guaranteed  Student  Loans;,  Analysis  of  Student  Default  Rates  At 
7.60G  Postsgppndarv  Schools,  GA0/KKD-89-63BR,  July  5,  1989. 
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shoved  proprietary  school  borrowers  had  the  highest  default  rates: 
40  percent  for  lfl*6;  while  declining  to  J5  peroent  for  1987.  (See 
figure  3.) 

rig";*  21     gM  ing  P«Mrt»ent  Stud  la.  round  ^at  Proprietary 

ffcagQi  Borrowers  Have  tha  B^SCSximS.  Bfttml  riVt""""Y 


GAP  HAS  TSSOEP  RKPffRTff  W 

THE  STAFFORD  Pftor.nan 


You  asked  ua  to  provide  information  about  our  previous  work  on  the 
Stafford  prograa.    I  have  attached  a  listing  of  our  racent 
product,  to  my  statement.    During  the  la.t  «  years,  we  have  issued 
10  products  on  this  program,  many  of  which  recommended  ways  to 
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reduce  default*  and  other  pro?™*  costs.    For  example,  one  report 
contained  30  option,  for  strengthening  the  program  and  included 
suggestions  directed  to  the  five  participant*.    Some  of  these 
options  have  been  incorporated  into  legislation  or  regulations. 
Som  of  the  key  suggestions  we  sade  which  would  reduce  default 
costs  were  to: 

—Standardise  policies  for  refunding  tuition  and  fees  to 
students  who  fail  to  complete  enrollaant  periods-  (Action 
taken. ) 

—Delay  loan  disbursements  to  students  and  schools  for  some 
period  after  c? asses  begin,     (Action  taken.) 

—Require  that  lenders  share  the  default  *  isk.  (Action  not 
taken. ) 

—Increase  guaranty  agencies1  default  risk  or  restructure  the 
way  in  which  they  share  this  risk.     (Action  not  taken.) 

--Require  that  guaranty  agencies  share  all  default  payments  on 
reinsured  loans  with  the  Department.     (Action  not  taken.) 


A  significant  option  which  the  Congress  enacted  was  extending  the 
IRS  income  tax  refund  offset  program.    This  program  offsets 
defaulted  borrowers'  income  tax  refunds  if  they  do  not  have 
repayment  arrangements  with  the  guaranty  agencies.     In  the  last 
three  tax  years,  this  program  has  recovered  over  $500  million  fron 
student  loan  defaulters. 

Tfl5  ?ONCRESS  AND  DEPARTMENT 
ACT TONS  TO  REDUCE  LOAN  DEFAULTS 

When  the  Higher  Education  Act  was  reauthorized  in  October  1986, 
many  changes  were  enacted  to  address  the  default  issue.     Among  the 
more  significant  changes  included  establishing  a  loar  consolidation 

^Guaranteed  Studept  Loans:     Potential  Default  and  CPE*  Befluctjpn. 
Options,  GAO/HRD-88-52BR,'  January  7,  1988. 
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program  which  allow*  borrower*  with  high  student  loan  debt  to 
stretch  out  thair  repayment  parioda  for  as  many  as  25  years, 
compared  to  normal  10-year  repayment  parioda  for  Stafford  loans. 
Thi»  program  ia  daaignad  to  raduca  dafault*  by  allowing  borrowers' 
to  make  lowar  monthly  payaente  ovar  longar  periods  of  time. 
Anothar  proviaion  anactad  through  reauthorization  aandatad  tha 
reporting  of  atudant  loan  information  to  credit  bureaus.  Through 
this  provision,  borrowers  who  are  delinquent  or  do  not  repay  their 
student  loans  would  have  this  information  made  part  of  their  credit 
histories,  which  should  encourage  those  who  aay  contemplate 
defaulting  to  repay. 

The  Congress  continues  to  sake  legislative  changes  directed  at 
reducing  defaults.    Most  recently,  as  part  of  the  Omnibus  Budget 
Reconciliation  Act  of  1989  (Public  Law  101-239) ,  it  enacted 
aeveral  major  changes— especially  to  tha  SLS  program.  For 
example,  one  of  the  most  significant  changes  is  that  effective 
January  1,  1990,  no  SLS  loans  can  be  made  to  borrowers  (unless 
they  were  previously  enrolled  at  the  institution  on  date  of 
enactment  and  had  already  received  an  SLS  loan)  attending  schools 
that  have  default  rates—as  determined  by  the  Department  of 
Education—of  30  percent  or  more. 

The  Department  has  also  been  active  in  trying  to  reduce  defaults. 
One  of  its  most  significant  actions  was  publishing  regulations  in 
November  1986  creating  specific  requirements  for  lenders  and 
guaranty  agencies  to  follow  in  collecting  delinquent  and  defaulted 
loans,    it  more  recently  issued  additional  regulations  in  June  1989 
allowing  the  Department  to  use  school  default  rate  information  to 
initiate  sanctions  against  schools  exceeding  certain  default  rate 
thresholds.    For  example,  schools  „ith  default  rates  above  20 
percent  must  develop  and  submit  default  management  plans  to  address 
the  causes  of  defaults,  or  faCa  possible  sanctions  by  the 
Department. 
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fttore  gap  MAp«8  that  *nnRSPS  PEEMHIS 

Despite  nany  legislative  Ana  regulatory  changes  that  have  been 
aade  to  deal  with  th*  default  issu«,  thara  ia  atill  much  to  be 
done.    We  have  several  ongoing  and  planned  assignaents  that  relate 
to  defaults.    For  example,  we  plan  to  initiate  work  soon  on  the 
accreditation,  certification,  and  eligibility  processes  that 
schools  undergo  to  become  eligible  to  participate  in  the  Stafford 
program  so  that  students  attending  these  schools  can  receive  such 
federal  aid. 


Mr.  Chairman,  that  concludes  my  statement.    My  colleagues  and  I 
would  be  happy  to  answer  any  questions  you  or  other  Subcommittee 
members  may  have. 
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u.s.  sen;te  permanent  subcommittee  on  investigations 

STAFF  STATEMENT 

Mr.  Chairman  and  Members  of  the  Subcommittee,  we  would 
like  to  approach  this  testimony  in  two  parts:  Today  wi 
identify  the  issues  that  the  statf  has  and  is  cent  inuingto 
examine  in  the  Federal  Student  Aid  arena  and on Febru ary 
26,  1990,  we  will  give  a  synopsis  of  our  findings  pertaining  to 
a  proprietary  school  we  are  examining,  the  American  Career 
Training  Corporation  in  Pompano  Beach,  Florida. 

It  is  important  to  note  that  the  staff's  investigation 
i«  continuino.  While  we  have  done  much  work,  much  more  work 
remaTns  Ther'e  are  many  aspects  of  federal  student  ^  programs 
that  we  believe  merit  the  Subcommittee's  attention:  we  intend  to 
expand  our  investigation  beyond  those  programs  which  will  be 
examined  during  these  initial  hearings. 

We  can  say,  however,  that  to  date  we  have  not  found  one 
area  that  we  have  examined  in  federal  student  aid  programs  that 
is  operating  efficiently  or  effectively.  We  were  told,  time  and 
again?  that  the  result  of  this  inefficiency  and  effectiveness 
il  a  tremendous  waste  of  taxpayers'  money,  during  our 
investigation,  we  have  engaged  in  what  can  only  be  termed  frank 
a:  d  honest  discussions  with  the  people  involved  in  the  oversight 
of  these  programs.  Every  individual  we  have  spoken  to,  without 
exceptionf  has  told  us  that  despite  recent  changes  in J™**™ 
administration,  the  system  is  severely  broken  and  that ■  **lox 
changes  must  be  made  immediately  to  save  the  taxpayer  s  money. 

It  importart  to  note  early  on  that,  while  we  are 
convinced  that  waste,  fraud,  and  abuse  exist  in  the  ope ration  of 
these  programs,  we  are  lot  condemning  every  individual,  age.  y, 
or  educational  institu.-.ion  associated  with  these  progr.  .s. 
While  abuse  and  fraud  involving  federal  student  aid  program?  nas 
grown  substantially,  the  majority  of  schools  student s,  lenders, 
and  others  involved  in  this  process  remain  honest,  without  tne 
student  aid  programs,  it  is  "^oubted-y  true  that  many  Americans 
would  not  have  been  able  to  better  themselves  through  higher 
education . 

With  that  said,  our  investigation  revealed  that  while 
the  abase  and  fraud  has  grown  and  spread  through  all  types i  of 
schools  and  lenders,  it  is  especially  common in  certa 
programs.  Our  criticism  of  the  program  ir  not  the  result  ot 
isolated  incidents  of  abuse.  Despite  the  lofty  goals  and  good 
intentions  of  the  student  aid  programs,  hundreds  of  Mil liens  ot 
dollars  ar*-  being  wasted  or  fraudulently  obtained. 

During  the  course  of  this  investigation,  we  have  spoken 
with  representatives  of  the  General  Accounting  Office,  staff 
from  other  congressional  committer,  the  Congressional  Research 
Service,    and   numerous   offices    in   th?   Department   of  Education 
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(both  here  in  Washington  and  in  the  field};  we  have  interviewed 
officers  and  employees  of  several  guarantee  agencies;  we  have 
interviewed  Sta* e  licensing  employees,  school  officials  and 
students.  We  have  reviewed  the  law  and  regulations  concerning 
federal  student  financial  aid. 

Department  of  Education  supervisory  personnel ,  state 
licensing  employees ,  and  guarantee  agency  employees  complained 
that  current  student  loan  programs,  while  originally  designed  to 
assist  the  underprivileged,  are  instead  making  many  poor  *>eople 
poorer,  while  allowing  unscrupulous  entrepreneurs  to  become  rich 
by  abusing  the  system  at  little  or  no  risk-  Kany  complained  that 
regulations  and  legislation  are  so  cumbersome  that  guarantors, 
the  Department's  various  involved  offices,  and  the  States  all 
differ  on  their  interpretation,  making  effective  enforcement 
nearly  impossible. 

Such  readily  available  dollars  for  financial  aid, 
combined  with  little  effective  oversight,  have  skewed  the 
education  and  employment  markets.  This  is  particularly  obvious 
in  the  case  of  some  proprietary,  or  for-profit,  trade  schools. 
For  example,  many  thousands  of  students  enroll  in  cosmetology 
courses  every  year,  even  though  the  business  sector  does  not 
need  that  many  new  cosmetologists.  Students  are  being  lured 
into  paying  thousands  of  dollars  to  train  for  entry  level 
positions  that,  at  most,  require  only  a  few  weeks  study.  In 
many  cases  the  same  programs  are  available  at  a  fraction  of  the 
cost  from  area  junior  colleges  or  public  vocational  educational 
institutions.  There.-  would  be  little  incentive  to  create  and 
tell  these  high  cost,  but  relatively  useless,  training  programs 
were  it  not  for  the  steady  flow  of  available  cash  from 
federally-backed  student  financial  aid.  Unfortunately,  too  much 
of  that  money  ends  up  as  profits  for  the  owners  and  operators  of 
these  schools,  and  not  as  payments  for  the  cost  of  a  quality 
education. 

Because  society  generally  looks  upon  teache-s  and 
educators?  with  a  presumption  of  integrity,  we  *ere  to-td  that 
unscrupulous  businessman  and  women,  taking  full  advantage  of 
that  presumption,  are  easily  able  to  anuse  and  defraud  the 
financial  aid  programs. 

As  a  result  of  U  ese  fraudulent  and  abusive  practices, 
the  proprietary  .school  industry  as  a  whole  has  suffered.  This  is 
unfortunate  since  quality  trade  school  and  vocational  training 
serves  a  legitimate  and  necessary  function  in  our  society:  for 
many  Americans,  it  is  the  key  to  a  financially  secure  future. 
While  our  investigation  is  not,  by  any  means,  an  indictment  of 
thi.   entire  proprietary    sen.  ol    indurtry,    it  confirir.  serious 

problems  of  abuse ,  and  in  some  cases,  fraud.  Moreover,  the 
problem  seems  to  be  getting  worse.  As  ths  President  of  the 
Massachusetts  Higher  Education  Assistance  :crporation,  a  major 
guarantor  of   student   loans ,    recently  described   it:    "I   used  to 
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buy  the  rheto: ic  that  there  wore  just  a  few  bad  apples,   but  then 
I  (discovered  there  were  orchards  of  bad  apples*" 

The  major  findings  of  the  staff  investigation  to  date  are 
as  follows; 

STUj  ->mr  loans,  are,  fliCLBU 

The  federal  guaranteed  student  loan  programs  have  become 
"big  business."  The  programs  have  spawned  an  industry  which  is 
largely  dependent  on  the  availability  of  these  funds.  Through 
aggressive  recruiting,  schools  are  able  to  rapidly  increase  the 
number  of  enrol lees  eligible  to  receive  federal  aid  which 
results  in  a  massive  influx  of  capital  and  profits.  Lenders 
visit  schools  to  determine  the  school's  loan  volume  and  to  vie 
for  the  school's  loan  business.  CPA  firms  assist  schools  in 
setting  up  the  school's  student  financial  aid  programs,  and  then 
conduct  the  required  non-  federal  independent  audits  of  tho-e 
same  schools'  financial  aid  programs.  Even  the  int€?^rity  of 
certain  CPA  firms  has  been  questioned:  some  oi  these  firms 
become  part  of  the  corrupt  system.  One  CPA  told  the  staff  that 
because  he  conducts  audits  'the  way  they  were  meant  to  be  donef " 
and  makes  findings  against  the  schools,  his  business  is 
suffering  because  the  schools  choose  other  CPA  firms  for  later 
audits.  3ome  individuals  even  suggested  to  us  that  favorable 
non-federal  audits  can  be  bought. 

Our  investigation  revealed  that  many  schools  avoid  or 
delay  detection  of  both  loan  default  rates  and  rapid  increases 
in  loan  volume  by  dispersing  their  loan  portfolio  among  several 
lenders  and  guarantee  agencies.  Lenders  may  make  the  individual 
loans,  collect  interest  and  special  allowances,  and  sell  the 
loan  while  the  student  is  still  in  school  and  long  before  cny 
collection  effort  starts. 

The  ftate  and  National  Guarantee  Agencies,  which  op  rate 
under  a  'no:  tor  pro!  it  "  status,  and  the  government ~spon.c>ored 
enterprise,  Sallie  Kae  (the  Student  Luan  Marketing  Association) 
art-    also    all    making   money  in    some   cases    a    lot    of  money 

--administering  these  federally  guaranteed  loan  programs . 

For  example,  in  FY  19  88,  Citibank  of  New  Yc^k  originated 
$570  8  million  in  guarantees  student  I'jans.  T?u  second  leadin7 
lendc  '  that  year  was  trio  Bank  of  Morton,  Kansas.  Norton  made 
$_>98..>  millior.  in  loans;  eighty  percent  of  the  portfolio  ^ent  to 
student.-  of  proprietary  trade  schools.  Horton  sells  its  loans 
Defore  tney  core  due.  Lenders  sell  loans  very  quick ty  or  after 
collecting  interest  and  special  allowance  from  the  government. 
The  First  Independent  Trust  tympany.  Sacramento  made  $376.3 
million  -  r.  student  loans  that  ye^r.  First  Independent's 
operation*,  were  shut  down  last  year  by  state  regulators  after 
t he  trust  *,  o u nd  itself  r  udden  1  y  unable  to  sell  r ome  loans  on  t he 
secondary  market.  L fi^rtment  of  education  auditors  estimate 
I  irst  Independent  owes  Lhc  Department  $S.'i  million. 


brifc 


130 


125 


4  - 


During  the  course  of  our  review,  we  were  told,  time  and 
again,  that  given  the  profits  being  made,  there  is  inadequate 
government  oversight  of  the  .operations  of  the  lenders, 
guarantors,  and  the  secondary  student  loan  markets.  While  our 
initial  efforts  have  focused  on  alleged  abuses  in  proprietary 
schools,  the  staff  intends  to  continue  its  investigation  vith  a 
more  m-depth  review  of  these  other  equally  important  areas. 

liEPyjSSvK^    SCHQ0LS-  6Y    STATES    IS    NOT    UNI  FORK    and  ny-tvy 

-*  a  *  msP^e  the  national  policy  and  goals  underlying  the 
student  loan  programs,  there  is  no  assurance,  or  even 
likelihood,  that  uniform  standards  are  being  applied  in 
determining  whether  the  quality  of  a  school's  program  merits 
federal  assistance,  state  licensing  is  one  of  the  prerequisites 
for  any  school's  participation  in  federal  student  loan  programs. 
However,  the  individual  states  and  territories  have  different, 
and  sometimes  diverse,  requirements  and  licensing  apparatuses  to 
license  the  schools  within  their  borders. 

Some  states  have  several  different  licensing 
departments,  usually  divided  by  the  type  of  instruction  or  the 
tjpe  of  school  being  operated.  states  differ  in  their 
legislative  authority  to  regulate  schools,  revoke  licenses,  and 
some  even  lack  the  ability  to  license  branch  campuses.  Citing 
the  proliferation  and  variety  of  these  offices,  the  Department 
of    Education   was    unable   to   provide   us   with   a    list   of  State 

°;  iCe?  fhar3ed  with  the  iicensing  of  schools  participating  in 
student  loan  programs.  r  K  * 

Moreover,  our  investigation  revealed  that  state 
licensing  procedures  were  largely  ineffective  in  insuring 
quality  education  or  training  at  participating  schools.  There 
are  several  reason:  for  this:  lack  of  adequate  jurisdiction 
under  state  law,  lack  of  resources,  lack  of  interest  in 
protecting  fed-ial,  as  opposed  to  state,  interests,  and 
political  pressure  at  the  state  level. 

Most  of  the  state  licensing  officials  that  we  spoke  to 
did  not  view  the  oversight  of  federal  programs  as  their 
responsibility.  This  includes  federal  grants  and  student  loans 
in  the  schools,  that  they  as  states  have  licensed.  State 
licensing  boards,  like  other  state  agencies,  operate  under  the 
control  of  tne  state's  legislature.  One  employee  of  a  state 
licensing  agency  told  us  that  adverse  action  it  was  considering 
against  a  school  was  declined  due  to  pressure  by  a  state 
representative  of  th^t  state's  legislature.  We  were  told 
political  pressure  can  be  immense,  resulting  in  ineffective 
licensing.  He  added  that  this  was  not  unusual,  given  the 
importance  of  many  of  these  schools  in  local  communities. 
Similar  stories  were  related  to  us  by  employees  of  Guarantee 
agencies  and  the  Department  of  Education. 
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The  California  Attorney  General's  office  told  us  that 
California  has  had  so  many  problems  in  its  proprietary  schools 
that  new  legislation  was  recently  passed  to  regulate  the 
schools.  Because  of  similar  problems,  state  legislatures  in 
Georgia,  Texas,  and  New  Jersey  are  among  those  that  have  created 
task  forces  or.  this  issue  ♦ 

Despite  ail  these  obvious  problems ,  Department  of 
Education  officials  told  us  that  they  make  no  attempt  to 
monitor,  oversee,  or  influence  state  licensing  procedures , 
citing  a  lack  of  jurisdiction  to  do  so. 

SCHOOLS  AND  LENDERS  ARE  CASHING  IN 

An  executive  director  of  a  guarantee  agency,  among 
others,  tolcr"  u*  that  unscrupulous  businessmen  are  making 
extremely  high  profits  at  taxpayers'  expense*  In  his  words, 
certain  sectors  of  the  proprietary  school  industry  are  no  longer 
engaged  in  "free  enterprise",  but  have  instead  become  a 
"government -sponsored  enterprise"  operating  and  thriving  at 
taxpayer  expense.  With  little  effective  regulation  from  the 
state  or  federal  governments,  these  schools  prosper  on  a  steady 
flow  of  federal  student  aid,  targeting  and  manipulating  students 
who  are  not  sophisticated  enough  to  realize  that  they  are 
signing  up  for  nothing  more  than  a  rip-off. 

For  example,  a  school  is  able  to  ure  a  variety  of 
lenders  -  lenders  the  school  knows  are,  in  turn,  using  separate 
guarantee  agencies  -  in  an  attempt  to  hide  ineligible  students 
or  students  with  more  than  one  student  loan.  The  majority  of 
lending  organizations,  we  were  told,  have  no  personal  contact 
with  the  student  whatsoever.  Lenders  are  often  faceless 
corporations  located  in  a  State  other  than  that  in  which  the 
school  operates  *  They  rely  solely  on  the  school,  which  has  a 
clear  financial  interest  in  obtaining  more  students  and  more 
loans,  to  verify  student  loan  application  information. 

Those  applications  are  filled  out  by  the  school  -  in 
the  case  of  the  school  we  have  examined,  those  applications  are 
often  completed  over  the  phone  by  the  school,  with  no  apparent 
effort  at  verification.  Apparently,  the  lenders  involved  do 
very  little,  if  any,  review  or  verification  of  the  data 
submitted.  For,  example,  a  cursory  review  of  just,  one  small, 
guarantee  agency,  computer  generated  listing  of  A.C.T.  students 
with  loans  guaranteed  through  the  Massachusetts  Higher  Education 
Assistance  Corporation  revealed: 

—  a  $2,265  xoan  made  in  the  spring  1989  to  a  student 
at  10S5  CO  STREET,  Frankfort,  KY.  I  called  the 
Frankfort,  KY  fire  department?  there  is  no  CO  street 
in  Frankfort. 
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"  a  $2625  loan  made  in  the  spring  of   19B9  to  a  student 
ot  Louisville,  KY  with  the  address  listed  as  UNKNOWN . 

—   a   $2625   loan  made   in   the   beginning   of   1989    to  a 
student  at  104  Unknown  RD,  Lake  City,  SC. 

a  $2625  loan  made  in  the  spring  of  1989  to  a  student 
at  403  Cant  Piad,  Pritchardf  AL .  According  to  the 
Pritchard  Fire  Dept,  "there  may  be  some  people  in 
Pritchard  who  cant  read,  but  we  haven't  named  a  street 
for  them, h 

"  a  $2625  loan  made  in  May  1989  to  a  student  at  Room 
I'M  of  the  Haute  95  Groton  Motor  Inn,  Groton,  CT.  The 
student  is  no  longer  registered  at  the  motel. 

a  $2625  loan  made  in  the  summer  of  1989  to  a  student 
at  506  P.M.  Streot,  Laurir.burg,  NC.  According  to  the 
tire  department  there  is  no  P.M.  street. 

Kr.  Chairman,  we  have  those  records  with  us  if  you  would 
like  to  see  them.  The  point  is,  if  a  lender  or  guarantor  cannot 
identify  the  whereabouts  of  a  student,  due  diligence  efforts  are 
really  a  rr.oot  point.  Unless  the  student  can  be  found  and 
billed,  the  loan  will  most  Mkely  result  in  a  default. 

CPATIEItm^  p_Y  ...OKPARTKBST.  OF  SmQMim  PROVIDES 

Before  a  student  of  a  given  school  is  able  to 
participate  in  federal  aid  programs,  the  Department  of 
Education,  through  an  office  here  in  Washington,  must  determine 
if  the  acnocl  is  licensed  in  the  State  in  which  it  is  located, 
is  accredited  by  a  body  recognized  by  tne  Secretary,  and  is 
financially  sound.  Based  on  our  interviews  with  numerous 
ir^dxvi  duals ,  as  well  as  our  own  examination  of  the  certification 
process,  we  are  convinced  that  it  provides  little,  if  any 
effective  insvrancc  against  waste,  fraud,  and  abuse  in  the 
programs . 

With  8,000  s^hoolt  participating  m  the  student  loan 
program,  tne  Department,  receives  between  300-400  applications 
for  certification  oer  year,  and  90%  of  those  are  approved.  Just 
in  terms  of  resources,  the  Department  readily  admits  it  does  not 
have  the  ability  to  focu3  on  individual  schools. 

Department  employeees  told  us  that  because  of  additional 
tasks  that  have  be-.-n  add^d  to  the  already  understaffed 
certification  office,  including  drug-free  school  initiatives 
(that  will  require  that  office  alone  to  review  over  9,000  new 
certifications),  the  office  is  "drowning.  11  Attempts  to  update 
the  computerized  files  are  failing:     they  simply  do  not  have  the 
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staff  to  do  it.  The  Department's  certification  office  readily 
admits  their  enforcement  program  is  100%  reactive* 

Additionally,  the  law  does  not  permit  the  regulations  to 
place  stiffer  requirements  on  those  sectors  of  the  educational 
system,  such  as  proprietary  schools,  which  appear  more 
vulnerable  to  abuse.  Officials  complained  that  they  need  the 
authority  to  regulate  more  narrowly,  targeting  those  types  of 
schools  that  are  most  suspect* 

The  Department  of  Education  relies  heavily  on  tne 
individual  state  licensing  departments  and  the  various 
accrediting  bodies  to  certify  that  a  school  is  operating  within 
the  bounds  nf  law  and  regulation.  The  school  submits  to  the 
Department  its  license  and  letter  of  accreditation,  the 
financial  data,  and  identities  of  persons  holding  5%  or  more 
interest  in  the  school.  There  is  no  personal  contact  between  the 
school  and  the  Department.  There  is  no  independent  verification 
by  th'"»  Department  that  the  information  supplied  is  accurate;  it 
is  taken  on  face  value. 

This  reliance  on  state  licensing  boards  and 
accreditation  agencies  is  difficult  to  justify,  As  previously 
discussed,  state  licensing  bodies  are  widely  regarded  as 
incapable  of  providing  effective  oversight.  In  Georgia,  for 
example,  only  two  individuals  are  responsible  fur  reviewing  and 
verifying  information  provided  for  the  licensing  process  by  the 
staters  200  private  trade  schools,  which  nave  approximately 
60,000  students.  In  Florida,  four  individuals  c:ur:»>ntly  oversee 
640  schools,  with  two  more  scheduled  to  come  on  board  next 
month.  Thf.u*  640  schools  account  ior  ?(U:,000  !  lnrirf.j  t*  •  udeMS , 
and  an  untold  number  of  out-of -r late  students,  whir??  :  he  ^rau 
does  not  make  any  effort  to  t  rac>. . 

The  Department's  heavy  reliance  on  ao.-reii  tat  ion 
agencies  in  the  certification  process  may  also  be  mst-laC'd.  In 
the  proprietary  school  sector,  accredi tat  ion  has  been  criticised 
as  providing  little,  if  any,  assuranre  that,  quality  tin  in;  no  ,s 
being  provided.  As  *  vide»».e,  cnticb  point  to  schools  where 
serious  problems  have  been  found,  despite  their  accreditation  by 
at  least   one  ot   the  recognised  agencies. 

For  example,  students  of  the  Culinarv  Scho>l  ot 
Washington,  D.C.,  which  has  been  the  subject,  of  several  articles 
in  the  Washington  Po r t  recently,  complained  of  receiving  fev* 
classes  and  of  having  to  perform  unpaid  work  as  part  \>i  their 
education  in  the  cafeteria  of  the  Blue  Plains  sewage  treatment 
p*^nt  here.  This  school,  which  w«s  accreditted,  reportedly 
offered  a  mixed  bag  in  th  wcy  of  traininc,  but  charged  $690l< 
for  a  six  month  chef's  course.  tfo^t  of  tft?  students  received 
both  federal  grants  ana  guaranteed  loans.  The  accreditting  r>ody 
withdrew  its  accreditation  of  the  school  two  days  before  the 
school  filed  for  bankruptcy. 
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Accrediting  bodies  complain,  too,  of  intolerable 
situations  in  the  current  system.  They  told  us  that  Bankruptcy 
courts  have  held  that  the  accreditation  is  a  property  right  of 
the  school,  not  the  agency,  so  the  agency  is  unable  to  pull  its 
accreditation  while  a  school  is  in ^reorganization. 

tfany  of  the  individuals  we  spoke  to  described  the 
Department's  method  of  certification  as  the  weak  link  in  the 
system.  The  Deportment,  relying  solely  on  the  information 
supplied  by  the  school,  non-governmental  accrediting  bodies,  and 
state  licensing  bureaus  over  which  it  has  no  oversight,  is 
incapable  of  providing  little  more  than  one  more  rubber  stamp  on 
a  school's  operations. 

After  receiving  certification  by  the  Department,  a 
school  must  be  re-certified  every  4  years.  We  were  told  by 
employees  of  the  Department  of  Education  in  Washington  that  the 
certification  and  eligibility  branch,  when  reconsidering  a 
school's  certification,  does  not  even  ask  the  program  review 
section,  the  Inspector  General's  office,  or  the  regional  field 
office  having  jurisdiction  over  the  school  for  either  positive 
or  adverse  information  on  the  school.  The  findings  made  by 
required  independent  auditors  or  program  reviews  conducted  by 
the  state  licensing  board  and  guarantee  agencies  are  not 
reviewed,  Without  checking  thest*  other  files  -  files  which 
should  be  relatively  easy  to  locate  -  a  school  with  identified 
violations  of  state  or  federal  regulations  has  a  good  chance  of 
being  recertified.  In  the  case  of  the  school  we  are  reviewing, 
the  Department  could  not  even  find  a  copy  of  the  nor.- federal 
audit  conducted  in  1988. 

This  morning,  the  Inspector  General  will  testify  about 
schools  that  open  branch  campuses  or  add  ineligible  programs  to 
their  curriculum.  We  found  that  once  a  school  is  certified  by 
the  Department,  the  school  may  add  new  programs  without  even 
advising  the  Department,  With  this  type  of  policy,  it  is  no 
wonder  that  problem  schools  are  able  to  flourish  using  abusive 
and  fraudulent  practices  when  the  Department  is  not  even  advised 
of  new  programs  whose  students  nevertheless  receive  federal  aid. 

Department  of  Education  officials  told  us  that  even  if 
the  Certification  and  Eligibility  office  wanted  to  review  these 
indicators,  they  could  not.  In  their  view,  they  lack  the 
manpower  necessary  to  conduct  what  they  consider  to  be  an 
intensive  paperwork  review.  This  manpower  problem  is  not 
confined  to  the  Certification  and  Eligibility  office.  In  the 
late  l$70's  and  early  1980' s  deregulation  with  more  oversight 
was  a  government  policy.  Unfortunately,  because  of  budget 
constraints,  deregulation  was  accompanied  by  less  oversight  and 
burdensome  due  process  procedures  for  taking  adverse  action 
against  a  school  or  lender.  We  were  told  that  while  we  may 
have  saved  .  few  million  dollars  by  cutting  back  on  oversight, 
that  action  will  eventually  cost  the  taxpayer*  hundreds  of 
millions  of  dollars  lost  to  fraud  ana  abuse. 
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DECERTIFICATION  HAMPERED  BY  DELAYS 

Our  investigation  revealed  that  if  a  program  review 
finds  gross  violations  of  law  and  regulation*,  and  recommend*  to 
the  Department  that  the  school  be  decertified,  the  process  can 
take  anywhere  from  one  to  three  years.  While  the  Department  can 
stop  Fell  Grant  and  campus-based  funds  from  flowing  to  a  school 
during  that  tim-?,  it  is  much  harder  to  stop  the  students  of  the 
school  from  obtaining  guaranteed  student  loans,  if  lenders 
decide  to  continue  making  those  loans. 

Officials  at  the  certification  office  to?.d  us  that  the 
Department  is  plagued  by  the  protracted  due  process  system 
required  for  decertification.  On  the  other  hand,  another  office 
commented  that  if  the  certification  office  strengthened  its 
initial  review  process  for  certification,  perhaps  there  would  be 
a  much  smaller  group  of  "bad  schools"  for  the  Department  to  take 
action  against.  A  senior  guarantee  agency  official  told  the 
staff  the  Department's  protracted  internal  review  process 
generates  most  due  process  violations,  enabling  schools  to 
continue  operation  even  after  gross  violations  have  been  noted. 

PROGRAM  RgVIEWSt  TOO  FEW-  TOO  LATE.  TOO  EASY 

On  paper,  the  Department's  program  review  process  may 
seem  impre;~ive.  In  practice,  our  review  found  it  to  be 
disjointed  and  largely  ineffective. 

The  Department  of  Education  regional  off  ices ,  the 
guarantee  agencies,  thu  state  licensing  boarus,  and  the 
accrediting  bodies  all  conduct  school  program  reviews.  In 
addition,  schools  must  submit  non-federal,  independent  CPA 
audits  to  the  department  every  two  years  while  participating  in 
the  student  £»id  programs.  Unfortunately f  there  is  no  mechanism 
within  the?  Department  to  assure  that  these  reviews  are  completed 
and  received  by  the  Department. 

State  licensing  boards  do  not  have  to  submit  their 
program  reviews  to  the  Department  and  the  states  are  not  given 
access  to  such  basic  information  as  the  amount  of  federal  aid 
flowing  into  a  school,  or  who  the  lenders  and  guarantee  agencies 
are. 

i 

Federal  regulations  require  guarantee  agencies  to 
conduct  program  reviews  on  the  top  ten  schools,  by  loan  volume 
or  the  s:;hools  that  represent  the  top  21  of  the  agency's  loan 
volume,  whichever  is  greater,  (this  forces  them  to  look  at  major 
universities)  and  the  nc=w  default  reduction  regulations  now 
require  them  to  review  schools  \  ith  a  default  rate  above  40%  in 
that  agencies  portfolio  Further,  guarantee  agencies  only 
review  the  files  of  student^  within  th/it  6.ge  ^y  s  portfolio  - 
they  do  uot  review  cash  students  or  others.  Guarantee  agencies 
do  not  have  access  to  other   financial  aid  information  such  as 
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Pell  grant  funds,  and  frequently  do  not  know  the  number  or 
identities  of  other  guarantee  agencies  holding  loans  for 
students  of  the  same  school.  So,  a  school  using  many  different 
lenders  and  guarantors  may  be  able  to  evade  the  guarantee  agency 
program  reviews  entirely. 

In  contrast  to  the  state  licensing  boards,  the  guarantee 
agencies  do  file  their  program  reviews  with  the  Department. 
However,  several  agency  officials  complained  that  there*  is  no 
mechanism  or  requirement  for  the  guarantee  agencies  to  notify 
either  the  Department  or  any  appropriate  law  enforcement  agency 
if  fraud  is  suspected.  Moreover,  guarantee  agencies  have  little 
incent  ive  to  init  iate  adverse  action  against  a  school  for 
program  violations.  Even  where  past  violations  are  established, 
tne  agencies  generally  continue  to  guarantee  new  loans  for  the 
school.  The  reason  is  simple;  if  the  school's  access  to  new  loan 
business  is  cut  off,  the  school  will  be  unable  to  reimburse  the 
ponalti'-:-  that  were  assessed  by  and  owed  tc  the  guarantee 
agenrv, 

Department  of  Education  Program  Review  employees-  told  us 
that  their  staffing  and  experience  levels  axe  woeful iy 
inadequate  to  protect  the  billions  of  dollars  :n  student  aid. 
Department  officials  told  us  that  between  1985  and  1986,  the 
program  review  offices  were  "decimated  and  downgraded"  as  a 
result  of  personnel  cuts,  employees  moves,  and  changes  in  job 
functions.  Th<y  !o;n  one-third  of  their  manpower,  even  though  an 
effective  program  review  can  recover  up  to  15  times  the  cost  of 
the  review.  In  1988,  tht-  Department  had  to  "start  all  over 
again  by  hiring  and  retraining4'  the  program  review  staff. 
Officials  readily  aumit  they  still  do  n.'t  have  the  staff  to  u> 
what  the  regulations  require  them  to  uf  . 

For  example,  the  Department  s  Region  IV  office  in 
Atlan:  Georgia,  has  thirteen  program  review  officers,  ten  of 
which  have  just  been  hired.  That  office  is  *"cspon«iblo  for 
1,100  schools  located  in  eight  stai-s.  Schools,  tfcking 
advantage  of  the  lack  of  communication  between  the  Department's 
regional  of  fires,  open  branch  schools  in  other  regions.  Onen  a 
regional  a:  lice  does  not  even  know  the  school  :s  operating 
within  its  jurisdiction. 

Wni  2e  new  program  review  initiatives  seem  to  bt. 
addreshing  the  problem,  program  review  personnel  told  us  that 
the  incr^ses  will  only  address  the  m^st  severe  problems,  and 
that  their  work  continues  to  be  largely  reactive  in  nature. 

During  the  course  of  our  review,  we  were  also  concerned 
by  an  apparent  lack  of  credible  Inspect:  on  procedures  1  the 
program  reviews  that  are  conducted.  Procedures  ^sed  by  guarantee 
agency,  state,  and  Departmental  reviewers  seem  to  be 
particularly  susceptible  to  manipulation  cy  unscrupulous 
schools.  Those  reviewers  that  we  spoke  to  told  us  th'*t  they 
loutinely  provide  the  school   bein^   reviewed  with  a    lis;in^  of 
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student  files  the  agency  wishes  to  analyze,  and  permits  the 
schools  employees  to  pull  the  files.  This  enables  unscrupulous 
schools  to  alter  the  records  before  the  reviewer  actually  gets 
access  to  them.  One  Inspector  General  employee  told  us  that  a 
school  they  investigated  actually  had  two  sets  of  student 
records.  A  guarantee  ag3ncy  program  reviewer  told  us  that 
despite  reveral  attempts  to  gain  access  to  student  files  at  one 
school ,  the  school  told  the  reviewer  they  were  main  ained  at  the 
school's  headquarters  in  another  State-  To  date,  they  have 
stili  not  been  given  access  to  the  files. 

Moreover ,  when  program  reviews  uncover  violations ,  the 
school  is  held  liable  only  for  the  actual  findings  of  that 
review,  with  usually  no  tol low-up  to  determine  whether 
additional  violations  exist.  program  review  staff  at  a 
guarantee  agency  told  us  that  even  if  50%  of  the  files  reviewed 
reflected  faiiuie  to  make  refunds  for  students  who  had 
withdrawn,  the  school  would  normally  only  be  as>;<?d  t  u  make 
rt?lunds  on  the  files  reviewed,  with  no  other  follcw-ut  There 
is  no  mandatory  reconstruction  of  the  school's  finn*  il  aid 
files  to  determine  what  t:.t  actual  liability  of  the  3<  '....>ol  is. 
This  practice  enables  the  school  to  avoid  costly  repayment  at 
best,  .-»nd  at  worst,  permits  the  school  to  continue  its 
practices.  Further,  the  school  and  the  guarantor,  and  not  the 
Department,  figure  the  special  allowanre  and  intermit  that  the 
school  it  is  required  to  pay  back  to  the  government  when  the 
school  has  held  money  it  was  not  entitled  to. 

INABBQUATt:  _DATA    ANp    PQOH    CPWUNi CATLCM  _  .C.PMQyNnS_03^sli511T 

The  shortcomings  in  X  h»*  pr»-'.jrar«  review  process  are 
compounded  r>y  a  lack  of  adequate  data  and  communicat  ion 
throughout  the  entirt-  oversight,  system,  buring  the  course  of  our 
interviews,  we  were  c^iven  numerous  examples  of  this  problem.  For 
instance,  Departmental  regonal  employees  complained  that  the 
Department  k  computerised  data  base  is  so  inadequate  that 
invest  i  gat  c  is  an>l  program  reviewers  cannot  determine  who  the 
school  owners  are.  Even  though  this  basic  information  is 
supposed  to  be  iri  tht*  file,  often  it  is  missing  or  very 
outdated.  fJne  senior  departmental  employee  estimated  that  the 
data  base  may  be  50V,  inaccurate.  We  have  askea  the  General 
Accounting  Office  to  as  sea  a  the  problems  involved  with  the  d*:ta 
base,  in  a  later,  report,  and  we  understand  the  Inspector  General 
has  also  audited  the  system. 

fchile  accrediting  bodies  must  advise  the  Department   if  a 
*hools    accreditation    is    removed,    state   I    ardr    and  guarantee 
agencies  are  not  required  to  notify  the  Department  of  any  action 
t.hev  take  against  a  schoui  . 

Cven  wh'Ve  the  Department  has  :mportant  information  on  a 
school,  there  it:  little  guarantee  that  it  will  be  Cl  idered 
when     the     school's     activities     are     reviewed.      Although  the 
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Department  maintains  several  separate  files  on  "?ach  school 
participating  in  the  federal  student  aid  programs ,  there  is  no 
master  file  or  cross  xndex  for  this  information.  Just  within 
the  Department  in  Washington,  files  on  a  given  school  may  bo 
kept  in  numerous  sections:  Finance-Disbursement;  Campus  Based 
Fundr;  Pell;  Certification;  Eligibility;  Audit  Keview;  IG  audit; 
Inspector  General  investigations;  and  Program  Review  sections. 
In  addition,  files  on  the  same  school  can  be  found  in  the 
Department's  regional  offices. 

Copies  of  program  reviews  of  schools  completed  by 
guarantee  agencies  are  filed  at  the  Department  in  Washington. 
However,  we  hea.d  complaints  that  Washington  refuses  to  send 
copies  to  the  regional  offices  in  the  field.  As  a  result,  the 
regional  offices  have  no  way  of  knowing  what,  if  any,  problems 
may  have  already  been  identified  in  schools  operating  in  their 
region . 

Communications  between  nearly  every  part  of  the 
oversight  system  for  federal  aid  programs  is  extremely  poor.  For 
example,  Department  personnel  in  Washington  and  the  regional 
offices  do  not  communicate  well.  Communications  between  the 
guarantee  agencies  and  the  Department  are  even  worse,  and  the 
accrediting  bodies  &re  hardly  ever  informed  ol  adverse  findings 
involving  their  schools. 

Finally,  Departmental  employees  complained  to  us  that 
the  due  process  procedures  are  so  cumbersome  and  regulations  so 
restrictive  that  in  aome  cases,  the  Department  continues  to 
allow  lenders  to  make  guaranteed  student  loans  to  students  of  a 
school  after  the  Department  has  stopped  Pell  grant  money  flov.ng 
into  that  school.  For  example,  oven  though  the  Depart:  nt 
placed  the  United  Schools  of  Florida  on  suspension  in  1987,  :wo 
years  later,  lenders  continued  to  make  loans  to  United  students 
until  the  school  was  shut  down. 

AOMIgQRy_BQ&I£S^JiAV£  HOT  FACED  THE  HARD  ISSfre? 

The  Department  and  the  Congress  have  at  their  disposal 
certain  bodies,  created  by  law,  to  address  a  variety  of  issues 
concerning  the  problems  identified  in  the  course  of  our 
investigation.  Unfortunately,  we  saw  little  evidence  that  these 
bodies  have  attempted  to  address  some  of  the  major  problems 
plaguing  the  federal  student  loan  programs. 

For  example,  the  National  Advisory  Committee  on 
Accreditations  and  Institutional  Eligibility  was  created  by 
statute  in  1968  for  the  purpose  of  advising  the  Secretary  on 
publishing  a  list  of  nationally  recognized  accrediting 
agencies.  We  were  told  by  the  Committee's  Director  that  the 
Committee  had  never  recommended  that  an  accrediting  body  be 
removed  from  the  Secretary's  list  and  that,  for  that  matter,  the 
Secretary  had  never  removed  any  oody  from  the  list.  While  the 
Director  acknowledged  that  trade  and  proprietary  schools  cause 
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the  greatest  problems  in  this  ana,  he  confirmed  that  the 
Committee  has  never  made  any  recommendations  to  the  Secretary  of 
Education  on  how  to  deal  with  the  problems  that  have  been 
identified  in  that  area  over  the  years. 

We  also  interviewed  the  Staff  Director  of  the  Advisory 
Committee  on  Student  Financial  Assistance,  which  was  established 
under  the  provisions  of  the  Higher  Education  Act  of  1955-  The 
Committee  is  charged  to  report  to  Congress  and  the  Secretary  of 
Education  on  numerous  aspects  of  federal  student  financial 
assistance  programs;  to  monitor  and  evaluate  the  effectiveness 
of  the  programs;  to  appraise  the  adequacies  and  inadequacies  of 
financial  aid  resources  and  services,  and  to  make 
recommendations  to  the  Secretary.  Despite  its  broad  mandate,  the 
Staff  Director  told  us  that  the  committee  had  purposely  avoided 
dealing  vsith  the  proprietary  school  issue,  because  it  was  just 
too  difficult. 

On  the  other  hand,  the  Staff  Director  talked  extensively 
about  the  problems  t.hey  see  in  this  area.  Lchoing  many  others, 
he  told  us  that  the  real  problems  affecting  proprietary  schools 
aro  systemic,  involving  accrediting  and  licensing.  He  regarded 
the  Department's  eligibility  process  as  the  principal  weak  link, 
saying  it  is  t&r  too  easy  for  a  school  to  participate  in  the 
program.  He  described  the  program  as  cn  "an  open  door  —  anyone 
can  walk  through  it,"  thus  inviting  the  problem  of  getting  the 
bad  schools  out.  He  recommended  that  proprietary  schools  be 
treated  differently  than  colleges  and  universities  in  financial 
aid  programs,  suggesting  they  L*  given  stricter  requirements  for 
participation  in  the  programs. 

SOME  IMPROVEMENTS  ARE  .B£UKLJ3ADK 

While  most  of  our  review  found  serious  and  longstanding 
problems  in  the  system,  we  did,  fortunately,  find  son  a 
indications  thrt  steps  are  now  being  made  to  begin  to  adiress 
some  —  but  clearly  not  all  of  the  problems.  The  Department's 
Default  Reduction  Initiative;  the  Tax  Offset  Program;  the 
Federal  Employee  Data  Match,  and  other  new  proposed  miMatives 
may  help  recover  some  money.  Increases  in  personnel  may 
eventually  permit  the  Department  to  assume  a  proactive  roij  in 
detecting  abuses,  but,  as  noted,  there  is  already  a  tremendous 
backlog  of  work  to  be  done. 

Wo  were  also  encouraged  to  hear  that,  starting  this 
year,  the  Department  has  instituted  a  program  of  instruction  for 
new  applicant  schools.  This  mandator*'  Precertif icat ion  Training 
Program  is  dot.  gned  to  address  thr  often-heard  complaint  that 
the  regulations  and  requirements  involving  the  administration  cf 
federal  student  aid  are  far  tor  difficult  to  interpret. 

Kr.  Chairman,  thi~  concludes  our  findings  to  date.  We 
would  be  glad  to  respond  to  any  questions  you  may  hsve. 
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DEFMtnaorr  op  edocatioh 


Statement  by 


James  B»  Thomas,  Jr. 
Inspector  General 


Mr.  Chainaan  and  Members  of  the  Subcommittee; 

Thank  you  for  the  opportunity  to  discuss  the  efforts  of  the 
Office  of  Inspector  General  (DIG)  regarding  fraud  and  abuse 
involving  tha  Department  of  Education's  student  financial  aid 
programs. 

OIG  has  assessed  the  student  aid  programs  as  being  the  most 
vulnerable  to  fraud  and  abuse  in  the  Department.  This 
assessment  i»  based  in  part  on  audits  and  investigations  over 
the  last  few  years  which  have  disclosed  major  fraud  and  abuse 
in  these  programs,  particularly  at  proprietary  schools. 

Because  of  this,  we  have  been  devoting  about  two-thirds  of 
our  staff  effort  to  this  area  (over  200  staff  years) .    We  are 
involved  in  a  comprehensive  program  to  review  systemic  issues 
in  student  aid.    The  purpose  of  these  reviews  is  to  recommend 
legislative,  regulatory  or  management  improvements  intended 
to  prevent  potential  program  abuses  from  occurring.  This 
effort  is  coordinated  with  our  continuing  investigations  and 
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audit*  of  individual  institution*  participating  in  the 
programs.    These  audits  and  investigation*  identify 
institutions  that  are  abusing  the  programs  and  recommend 
administrative  action  or  action  by  prosecuting  authorities 
where  appropriate . 

We  have  continued  to  find  numerous  instances  of  fraud  and 
abuse  in  proprietary  schools.     In  FY  1989,  we  performed  30 
audits  of  proprietary  schools  which  resulted  in  recommended 
recovery  of  about  $77  million.    Our  investigations  resulted 
in  indictment  of  10  school  owners,  3  officers,  31  employees 
and  one  school  entity  and  in  conviction  of  10  owners,  one 
officer  and  12  employees. 

As  a  result  of  our  efforts,  the  Department  has  suspended  two 
corporations  opeiating  proprietary  schools  and  12  key 
employees  of  proprietary  schools  and  debarred  7  proprietary 
school  owners  and  24  key  employees  under  the  Government-wide 
non-procurement  debarment  and  suspension  system.  The 
Department  also. initiated  action  in  FY  1989  under  student  aid 
regulations  to  end  the  participation  of  30  schools  in  student 
aid  programs.    Some  of  these  actions  resulted  from  OIG 
efforts. 

We  continue  to  use  our  audit  and  investigative  staff  to 
examine  proprietary  schools  and  their  owners  and  employees. 
However,  we  are  also  looking  into  other  institutions 
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participating  in  delivery  of  student  financial  aid  such  as 
lenders,  guarantee  agencies,  secondary  markets,  and 
servicers* 

In  addition  to  audits  and  investigations,  OIG  has  informally 
established  networks  with  certain  State  and  local  agencies 
that  have  oversight  responsibilities  for  proprietary  schools 
to  share  information  and  identify  problem  schools.    We  have 
continued  with  our  efforts  to  oversee  the  work  of  non-Federal 
auditors  who  perform  statutorily  required  audits  of  the 
Department's  student  financial  aid  programs.    We  also 
recently  issued  our  first  two  inspection  reports  which 
resulted  from  intensive  efforts  by  a  team  of  auditors  and 
investigators  at  proprietary  schools  known  to  have  a  high 
default  rate  and  other  indicators  of  program  mismanagement. 
Our  efforts  here  are  designed  to  enable  us  to  make 
recommendation*  for  administrative  action,  if  appropriate, 
which  can  be  taken  quickly. 

We  are  currently  concentrating  our  efforts  on  about  215 
investigations,  40  audits,  and  9  joint  audit  and 
investigation  efforts  involving  proprietary  schools,  m 
addition,  we  expect  to  issue  an  inspection  report  about  every 
six  weeks. 

OIG's  review  of  student  aid  issue  areas  has  resulted  in  14 
management  improvement  reports,  which  include  recommendations 
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to  correct  systamic  veakness«s  that  have  led  or  could  lead  to 
recurring  problems.    We  have  worked  extensively  with 
Departmental  program  and  policy  officials  dealing  with  the 
Higher  Education  Act  reauthorization,  providing  them  input 
from  our  audita,  investigations  and  issue  area  reviews  which 
could  impact  legislation. 

A  summary  of  and  status  report  on  the  issue  areas  we  are 
addressing  follows. 

Acgreditatign/EU^xbiliW/CcrtificatiQn 

Some  program  abuse  can,  of  course,  be  eliminated  if  problem 
schools  can  be  prevented  from  ever  participating  in  the 
Department's  programs.    Before  an  institution  can  participate 
in  the  student  aid  programs,  it  must  be  licensed  to  provide 
postsecondary  education  in  the  State  in  which  it  is  located, 
be  accredited  by  an  accrediting  agency  recognized  by  the 
Secretary  of  Education,  and  be  determined  eligible  and 
certified  by  the  Department  as  to  its  financial 
responsibility  and  administrative  capability  to  participate 
in  the  programs*    The  Department's  role  in  granting  a  school 
the  right  to  participate  in  the  student  aid  programs  consists 
of  three  processes:  the  accrediting  agency  recognition 
process,  the  institutional  eligibility  process,  and  the 
certification  process* 
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We  have  identified  issues  related  to  these  processes  in  one 
audit  report  which  was  issued  in  Septeaber  1989,  end  three 
audits  currently  underway,    we  plan  to  issue  to  the 
Department  draft  reports  on  these  three  audits  this  spring, 
and  have  prepared  an  interim  report  of  our  audit  work  to  date 
ao  that  our  concerns  could  be  considered  by  appropriate 
officials  during  the  planning  for  reauthorization  of  the 
Higher  Education  Act  of  1965. 

A  brief  discussion  of  some  of  the  findings  of  these  audit 
efforts  and  a  recent  aanageaent  iaproveaent  report  follows. 

Financial  ff^nslhii itv  rertifi^^^  Pnrrmlnmt  -  An  audit 

issued  in  Septeaber  1989,  disclosed  that  the  Department's 
financial  analysis  certification  procedure,  were  not  adequate 
to  protect  students  or  the  interests  of  the  Federal 
government.  Institutions  which  do  not  aeet  the  Department's 
regulatory  criteria  for  financial  responsibility  participate 
in  the  student  aid  programs. 

During  the  period  of  October  1985  through  June  1988,  we 
estimated  that  53  schools  closed  aid-term  before  all 
education  services  were  provided.    As  a  result,  as  aany  as 
10,000  students  lost  the  benefits  of  loan,  and  grant,  worth 
about  $30  million  that  either  the  students  or  the  government 
aust  repay. 
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^^itatio^iniciibn  ity/Administrativc  Capability 
fortification  Processes  -    Issues  identified  in  our  ongoing 
audit  work  in  this  issue  area  include  the  following.  The 
Department's  recognition  process  does  not  provide  assurance 
that  accrediting  bodies  recognized  by  the  Secretary  are 
reliable  authorities  as  to  the  quality  of  educational 
services  provided  by  the  schools  that  they  accredit.  Primary 
reliance  for  eligibility  determination  is  placed  on  State 
licensing  and  accreditation  which  is  inconsistent  and  of 
varying  degrees  of  quality,    institutions  are  being  certified 
to  participate  and  continue  to  participate  in  student  aid 
programs  even  though  they  do  not  meet  the  criteria  for 
administrative  capability. 

Since  the  three  audits  are  still  in  process,  and  because  the 
findings  have  not  been  fully  developed,  the  Department  has 
not  had  an  opportunity  to  comment  on  the  issues. 

Musing  ;ps  Data  -  We  also  issued  a  management  improvement 
report  that  identified  information  missing  from  the 
Department's  Institutional  Data  System  (IDS) ,  which  is  the 
only  comprehensive  source  of  data  regarding  an  institution's 
eligibility  for  and  participation  in  the  student  aid 
programs.    The  effectiveness  of  using  the  system  as  a 
management  tool  for  monitoring  is  impaired  because  of  the 
extent  of  missing  data* 


6 


ERIC 


141 


We  also  found  that  the  data  base  for  certified  schools  does 
not  agree  with  that  for  eligible  schools,    since  the  number 
of  institutions  on  the  certification  file  exceeds  that  of  the 
eligibility  file,  and  eligibility  precedes  certification,  the 
difference  could  not  be  accounted  for  as  a  processing 
tinelag. 


Branch  CaSPMPgg 

Schools  are  not  eligible  to  participate  in  student  aid 
programs  until  they  have  been  in  operation  for  two  years. 
Onder  current  procedures,  branch  campuses  are  not  being  held 
to  this  requirement.    We  have  found  that  schools  have  used 
the  branch  campus  route  to  rapidly  expand  beyond  their 
administrative  and  financial  capability  to  properly  control 
the  programs  and  to  fulfill  their  responsibilities  to 
students.     Further,  because  of  the  volume  of  branching 
activities,  licensing  and  accrediting  agencies  have  been 
unable  to  adequately  monitor  the  growth  and  ensure  the 
quality  of  education  being  provided  by  those  branches. 

The  legislative  intent  behind  requiring  schools  to  operate 
for  two  years  before  participating  in  student  aid  programs 
was  to  protect  students  from  "fly-by-night"  institution.-.. 
However,  this  protection  has  not  occurred  because  schools 
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have  baan  able  to  circumvent  the  two-year  mle  by  creating 
branch  campuses. 

On  tha  basis  of  ita  history  of  operating  a  small  barbar 
■chool  with  about  20  students  at  any  given  time  who  received 
about  $50,000  in  student  financial  aid,  one  school  was 
determined  to  be  financially  and  administratively  capable  to 
operate  a  masonry  school  in  a  major  metropolitan  area  more 
than  300  miles  away.    Within  nine  months  the  masonry  school's 
enrollment  reached  approximately  700  students  receiving 
nearly  $3.5  million  in  student  aid  funds.    The  branch  was 
able  to  grow  so  quickly  because  it  bused  students,  some  of 
whom  were  homeless  street  people,  in  from  several  other 
cities.    It  closed  owing  many  refunds  to  enrolled  students  as 
well  as  to  students  who  had  previously  withdrawn. 

At  another  school  licensed  and  accredited  ir   j>81,  tuition 
grew  from  $2  million  to  $26  million  as  it  opened  20  branch 
campuses  between  1983  and  1986.    This  school  closed  in  1987 
owing  $10  million  in  tuition  refunds  and  leaving  thousands  of 
students  with  incomplete  educations. 

Another  school  added  five  branches  within  an  18-month  period, 
during  which  time  refunds  due  grew  from  $150,000  to  $1.4 
»illion.    Although  a  State  agency  has  been  successful  in 
having  some  refunds  paid,  the  school  has  now  filed  bankruptcy 
and  it  ia  highly  likely  that  many  students  due  refunds  will 
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not  receive  then,  but  will  be  held  accountable  for  the  full 
aaount  of  their  loans. 

We  beliave  that  most  of  the  problems  with  branch  campuses 
could  be  eliminated  by  merely  enforcing  existing  legislative 
intent.    Therefore,  we  recommended  that  the  Department 
require  a  branch  campus  to  be  in  existence  for  two  years 
before  it  is  allowed  to  participate  in  the  student  aid 
programs. 

CQUrae  Unqth/COMme  Stretching 

in  order  to  qualify  for  student  aid  funds,  certain  schools 
have  misrepresented  their  course  lengths  or  padded  courses 
until  they  are  longer  than  needed  to  train  students  for 
employment.    These  situations  result  in  students  not  getting 
the  hours  of  training  they  are  paying  for  or  in  students 
spending  needless  time  in  class,  paying  unnecessary  costs  and 
incurring  unnecessary  debts.    When  payment  for  these  programs 
is  provided  through  student  aid,  taxpayers  incur 
unnecessarily  high  Pell  grant  costs,  and  pay  excessive 
interest  and  special  allowances  on  loans  and  the  costs  of 
defaults.    We  have  issued  management  improvement  reports 
covering  the  course  length  and  course  stretching  problems  and 
abuse  involving  course  length  conversions. 
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BagM  i^noth  -  Our  report  on  course  length  diacloaed  that 
whil.  the  Department's  currant  eligibility  determination 
procedure  require  institution,  to  aubmit  coura.  langth  data, 
the  data  are  not  always  verified  either  by  the  appropriate 
accrediting  agency  or  by  the  Department,    consequently,  a 
number  of  institutions  have  been  considered  eligible  for 
participation  in  student  aid  programs  without  the  course 
length  data  ever  being  verified.    We  recommended  that  the 
Department  change  its  procedures  to  ensure  that  training 
hours,  weeks  and/or  months  reported  by  an  institution  and 
used  by  the  Department  to  determine  eligibility  to 
participate  in  specific  student  aid  programs  are  verified. 
An  example  of  problems  arising  when  course  length  is  not 
verified  follows. 

—      rnntinrrtnl  TrMr<™  services  -  In  September  1988,  the 
Department  of  Justice  and  the  Department  of  Education 
filed  a  civiJ  suit  for  $366  million  dollars  charging 
continental  Training  Services,  inc.,  Superior  Training 
Services,  Inc.  and    Gary  L.  Eylar,  the  chief  executive 
officer,  chairman  of  the  board  and  primary  owner  of  both 
companies,  with  defrauding  the  Federal  guaranteed 
student  loan  program. 

Continental  conducted  business  as  Superior  Training 
Services,  Inc.,  in  almost  every  state  and  was  receiving 
about  $50  million  a  year  in  Federal  grants  and  loan. 
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aad*  to  students.    Through  Superior,  Eyler  and 
Continental  offered  part  correspondence ,  part  "resident 
training-  truck  driving  and  heavy  equipment  operation 
courses  which  ware  sold  to  students  by  a  nationwide 
commissioned  sales  force.    About  99%  of  Continental's 
annual  revenue  came  from  tuition  income  and  the  majority 
of  Continental's  students  paid  their  tuition  with 
Federal  student  aid  funds.    Continental  enrolled  close 
to  100,000  students  between  1980  and  1988. 

Based  on  OIG's  audit  and  investigation,  the  lawsuit 
alleges  that  Continental  obtained  eligibility  to 
participate  in  Departmental  programs  by  submitting  false 
documents  regarding  the  length  of  its  courses  and  the 
procedures  it  uses  to  assure  that  students  possess  the 
ability  to  benefit  from  the  courses.    We  also  found  that 
Continental  was  ineligible  to  participate  because  it  had 
violated  numerous  other  program  requirements  and  that 
the  defendants  submitted  or  caused  to  be  submitted 
thousands  of  false  statements  or  claims  for  Federal 
funds  to  the  Department. 

in  February  1989,    the  Assistant  Secretary  for 
Postsecondary  Education  issued  a  decision  finding  that 
Superior  "...  does  not  qualify,  and  never  has 
qualified..."  to  participate  in  student  aid  programs 
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because  the  programs  Superior  offered  failed  to  meet 
minimum  course  length  requirements . 

Superior  obtained  a  temporary  restraining  order  and 
eventually  a  summary  judgment  preventing  the  Department 
from  declaring  Superior  ineligible.    The  government 
appealed  the  decision  and  in  January  1990,  the  court 
ruled  that  the  Dcps    -lent  must  provide  a  hearing  in 
accordance  with  the  requirements  of  the  Higher  Education 
Act  before  revoking  Superior's  eligibility  status. 

in  June  1989,  Superior  filed  for  Chapter  11  bankruptcy 
and  at  about  the  same  time  stopped  marketing  its  home 
study  truck  driving  and  heavy  equipment  courses.  In 
January  1990,  Superior  reportedly  ceased  all  operations 
and  began  liquidation. 

course  stretching  -  Our  management  improvement  report  on 
course  stretching  disclosed  the  results  of  our  review  of 
three  occupations  -  security  guard,  nursing  assistant  and 
manicurist  -  although  we  believe  the  problem  is  not  limited 
to  those  occupations.    We  found  that  courses  were  much  longer 
than  needed  for  State  licensure  or  to  obta'.n  employment.  We 
found  disincentives  to  schools  to  prepare  students  to  enter 
the  work  force  in  less  time  and  at  less  cost  because  shorter 
programs  are  precluded  from  eligibility  for  student  aid 
programs  and  schools  offering  such  courses  have  difficulty 
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competing  for  student,  with  institution,  that  can  offer 
student  aid. 


A.  an  axa.pl.,  although  many  stataa  hava  no  formal  training 
requirements  for  security  guard.,  and  thy.,  that  do  r.guir* 
batman  4  and  60  clock  hour.,  it  i.  not  uncommon  to  find 
•chool.  of faring  sacurity  guard  training  cour...  of  300  to 
almoat  700  hour.,    m  the.  .chool.,  not  only  ha.  th.  cour.a 
length  bean  .tr.tchad  10  to  25  time,  beyond  stat.  liceneing 
r.quirem.nt.,  but  there  is  concam  that  soma  of  th.  tactics 
taught  are  dangerous,  and  involve  device.,  «uch  a« 
flashlight  as  a  defensive  weapon-  and  "A-15  assault  rifle," 
which  cannot  or  should  not  be  used  by  most  security  guard 
companies.    Furth.r,  .tudant.  attending  these  course,  pay  as 
much  a.  38  timea  a.  much  in  tuition  a.  charged  at  other 
institution,  such  aa  a  community  coll.g..  Som.tim.., 
employer,  will  pay  for  th.  co.t  of  training  th.ir  employees, 
eliminating  th.  need  for  soma  student,  to  incur  any  debt. 

we  recommended  that  the  Department  consider  performing  a 
•tudy  to  establiah  guidelines  for  determining  appropriate 
course  length,  seek  legi.iativ.  authority  for  approving  and 
monitoring  cour..  length,  and  expand  required  consumer 
information  for  atudent.  about  training  optiona. 

ClOCK  Hour/rred^.  ^ur  ffftnvfrr.  ^  ffn  .  0ur  BanagaM.nt 
improvement  report  on  clock  to  credit  hour  conver.ion. 
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advisedth*  Department  to  take  action  to  limit  abuses  that 
occur  whan  achoola  assign  unraaaonabla  cradit  houra  to  clock 
hour  training  program,  solely  to  obtain  additional  funding. 
By  ignoring  equivalencies  established  in  studant  aid 
regulation*  which  equate  eupervised  training  programs  to 
term-based  credit  hour  programs ,  student  financial  aid  awards 
can  easily  be  increased  two  or  three  fold  without  changing 
either  the  quantity  or  the  nature  of  the  program-  Students 
are  thereby  indebted  for  even  greater  amounts  without 
receiving  any  additional  training  and  taxpayers  pay  more  for 
the  programs  in  the  form  of  grants  and  defaulted  loans. 

At  one  school  in  Oklahoma,  a  nine-month  dental  assistant 
program,  which  was  a  one  academic  year/900  clock  hour  program 
equivalent  to  no  more  than  24  semester  hours,  was  converted 
and  assigned  two  academic  yeare/48  semester  houre.    After  the 
conversion,  student  aid  maximum  awards  increased  from  $4,800 
to  $9,700.    At  the  same  school,  the  x-ray  technician  program, 
which  was  1300  hours/35  credit  hours  long,  was  converted  to 
more  than  78  credit  hours.    This  increased  the  program's 
student  aid  funding  qualification  from  $8,500  to  nearly 
$18,000,  with  students  enrolled  in  this  program  eligible  for 
up  to  four  guaranteed  student  loans,  the  same  number  that  can 
be  made  to  full-time  student*  in  traditional  four-year 
degree-granting  institutions.    Further,  this  school's  500 
clock  hour  program  in  basic  medical  procedures  was  converted 
to  30  credit  hours,  thereby  qualifying  its  enrollees  for  Pell 
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grant,  and  a  second  guaranteed  etudent  loan.    The  monetary 
•f fact  of  this  conversion  was  to  raise  potential  student  aid 
awards  froa  $2,625  to  $8,025,  a  three-fold  increase  with  no 
change  in  the  quality  or  quantity  of  the  training  provided. 

Our  primary  recommendations  are  that  the  Department  enforce 
the  student  aid  equivalencies  so  that,  regardless  Cf  the 
system  of  measurement  used,  students  enrolled  in  courses  of 
similar  content  and  length  qualify  for  similar  amounts  of 
student  aid  funds. 

Ability  W  iK»nem/».rt«wQn*  fmrtirrfr 

in  November  1989,  we  issued  a  management  improvement  report 
which  discusses  how  certain  schools  improperly  screen 
students  to  assure  they  have  the  ability  to  benefit  froa  the 
Federally  funded  training  provided,    students  without  a  high 
school  diploma  or  equivalent  may  enroll  in  an  institution 
under  an  "ability  to  benefit-  provision  (as  determined  by  a 
test  or  counseling)  and  be  eligible  for  student  aid.  such 
students  are  often  aggressively  recruited  by  commissioned 
salespeople,    student,  who  are  improperly  screened  usually 
drop  out,  often  after  incurring  debts  they  have  no  means  to 
repay,     if  they  then  default,  they  harm  their  credit  rating 
and  are  not  eligible  for  future  aid  to  obtain  skills  needed 
to  get  jobs. 


15 


155 


150 


We  recommended  program  improveaents  designed  to  remove  the 
incentives  that  currently  allow  echoola  to  admit  students  who 
cannot  benefit  froa  the  training  provided.  Our 
racoaaandations  wora  baaad  on  many  audit  and  investigative 
findings,  including  th«  two  ongoing  audits  and  the  coapleted 
audita  and  investigations  described  below. 

Our  draft  audit  report  on  a  chain  of  14  technical  schools, 
under  the  sane  ownership  as  a  beauty  school  with  a  different 
name,  describes  how  students  at  the  chain  received  S3? 
million  even  though  at  the  schools  we  visited  students  ware 
not  properly  tested  to  determine  their  ability  to  benefit. 
At  these  schools,  students  were  to  be  given  a  test  to 
determine  whether  they  could  benefit  from  the  training 
provided.    However,  we  found  that  the  tests  were  not  properly 
administered  (i.e.,  not  administered  within  a  prescribed  time 
limit)  or  students  were  admitted  even  though  they  did  not 
attain  the  minimum  passing  score.    Based  on  these  and  other 
findings,  we  are  planning  to  recommend  that  the  schools 
refund  to  the  Department  and  lenders  all  student  aid  funds 
and  related  interest  and  special  allowance  charges. 

g^nental  Tfft StCdfitl  ~  *n  the  case  involving 
Continental  described  in  the  prior  aection,  the  suit  alleges 
that  Continental  employees  altered  wrong  answers  on 
ability-to-benefit  exams  which  changed  failing  grades  into 
passing,  or  provided  the  potential  atudant  with  answers  to 
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assure  that  tha  individual  could  enter  tha  achool. 
Individuals  who  had  physical  disabilities  which  would  prevent 
than  from  driving  a  true*  or  from  obtaining  a  license  to  do 
so  ware  enrolled.    Individuals  ware  enrolled  who  could  not 
gat  licenses  because  of  prior  driving  or  criminal  records  or 
who  were  serving  prisot.  sentences  which  could  prevent  them 
froa  attending  resident  training  within  a  reaaonable  time. 

Wilfred  American  Educational  rnrr»rftt1t7n  -  Aa  a  rasult  of 
OIG's  investigation,  in  October  1989,  a  Boston  grand  jury 
returned  a  12 -count  indictaent  charging  Wilfred  American 
Education  Corporation,  Wilfred  Acadeay,  mc,  and  Aaerican 
Business  Institute,  inc.,  with  aail  fraud  involving  a  scheae 
to  defray  the  Department's  student  aid  prograas  of  over  $10 
million.    The  indictaent  alleged  that  tha  defendants,  through 
its  eaployeea,  engaged  in  a  complex  scheme  froa  prior  to  1979 
until  at  least  February  1986  to  defraud  the  Department, 
Wilfred's  students  and  prospective  students  by  aeans  of  false 
and  fraudulent  pretenses,  representations  and  proaises,  and 
aaterial  omissions.    The  indictaent  charges  that  Wilfred 
atteapted  to  recruit  young,  unlearned,  disadvantaged  students 
through  a  multi-media  advertising  effort  and  used 
coaaissioned  sales  agents  who  were  required  to  meet  or  exceed 
certain  enrollment  quotas.    The  sales  agent,  are  alleged  to 
have  used  high  pressure  and  deceptive  sales  practices,  as 
well  as  engaging  in  falsification  of  various  enrollment 
documents,  financial  aid  applications,  and  ability  to  benefit 
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test  results  in  order  to  enroll  applicant*  and  qualify  then 
for  Federal  aid.    No  trial  date  has  been  scheduled. 

in  addition,  in  October  1988,  Wilfred  American  Educational 
corporation  and  its  president  were  indicted  by  a  grand  jury 
in  Florida  for  offense*  at  Wilfred's  operation  of  Academies 
of  Hair  and  Beauty  Culture  in  that  State.    In  addition,  18 
employees  were  charged  with  conspiracy  and  making  false 
statements  and/or  stealing,  embezzling  or  misapplying  funds. 

in  this  case,  11  of  the  18  employees  have  pled  guilty  to 
various  counts  of  making  false  statements.    A  trial  date  of 
March  5,  1990,  has  been  set. 

mUttina  Beff»tY  institute  -  Our  audit  of  Ultissima  Beauty 
Institute  showed  that  the  school  used  four  different  tests  to 
determine  whether  students  could  benefit  from  training,  one 
of  the  tests  was  a  bogus  exam,  according  to  the  exam 
publisher.    Two  other  tests  were  untiaed  or  otherwise 
improperly  administered  in  ways  that  invalidated  the 
results.    Tests  available  only  in  English  were  included  in 
files  of  non-English  speaking  students,  and  many  of  the  files 
contained  answer  sheets  that  appeared  to  have  been  altered. 
Ultissima  employed  commissioned  salespersons,  and  through 
interviews  and  a  review  of  the  school's  sales  manual,  we 
found  that  ability-to-benefit  tests  were  used  largely  as 
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sales  tools  rather  than  to  properly  screen  students' 
abilities.    Based  on  these  and  other  findings,  we  recommended 
Ultissiaa  refund  to  the  Department  and  lenuers  all  student 
aid  funds  and  related  interest  and  special  allowance 
charges . 

Hangman  .CPKlPUtgr  Schpo.1  '  Our  audit  of  Hausaan  Computer 
School  disclosed  that  Hausman  used  false  high  school  diplomas 
to  admit  virtually  all  of  its  students.    The  audit 
recommended  refund  of  all  Pell  grants  and  guaranteed  loans 
received,  about  $24  million,  and  repayment  of  interest  and 
special  allowances.    Based  on  our  investigation,  one  owner 
was  sentenced  to  serve  one  year  and  one  day  in  Federal  prison 
and  repay  $790,000;  the  other  owner  was  sentenced  to  one  year 
and  two  months  in  Federal  prison  a«d  ordered  to  pay  $1 
million  in  restitution;  and  the  recruitment  director  was 
sentenced  to  three  years  in  Federal  prison,  with  all  hut  four 
months  suspended,  and  ordered  to  pay  $254,000  in  restitution. 


Refunds 

Certain  schools  are  not  making  required  refunds  of  Federally 
funded  tuition  when  students  drop  out  of  training,  which 
results  in  increased  costs  to  the  student  borrowers  in  terms 
of  amount  of  debt  and  to  the  Department  in  terms  of  interest 
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and  apacial  allowance  payment,  and  default,  when  they  occur. 

we  are  planning  to  issue  an  audit  to  the  Department  which 
describes  the  magnitude  of  the  refund  problem  nationwide  and 
develops  recommendations  for  a  systematic  approach  to 
identifying  schools  not  making  refunds  or  making  late 
refunds.    Examples  of  some  of  the  problems  we  have  found  in 
the  refund  area  follow. 

w,f.i0n8l  TeconicAl_S£haal&  -  Our  audit  of  National  Technical 
Schools,  Los  Angeles,  California,  disclosed  that  the  school 
did  not  make  refunds  to  students  who  had  withdrawn  by  not 
submitting  lessons.    We  found  about  S3  million  owed  to 
students  under  the  school's  refund  policy.    In  addition,  we 
found  that  the  school's  policy  was  not  fair  or  equitable  and 
students  were  overcharged  a  total  of  $75,000  for  registration 
fees  and  $384,000  for  equipment  they  did  not  receive. 

in  November  1989,  the  California  Attorney  General  filed  a 
consumer  protection  action  against  the  school  in  superior 
court  alleging  that  the  school  made  numerous  false 
representations  about  its  teaching  program.    The  suit  asks 
for  $22  million  in  restitution  and  $2  million  in  fines. 

citf college  -  Our  audit  of  CitiCollege  showed  that  the  school 
could  not  refund  $390,000  that  was  due  to  students  who 
withdrew  because  the  funds  wers  used  to  pay  other. 
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questionable  expenditures.    It  also  retained  $2Q2,0OO  to 
which  it  was  not  entitled  because  it  ceased  operations  in 
1988,  preventing  151  students  from  completing  their 
education.    We  recommended  the  school  refund  the  funds  and 
rapay  the  Department  interest  and  special  allowance* 

Adtlphi  Ittttlfcufcl  -  An  investigation  resulted  in  a  235-count 
indictment  by  a  grand  jury  charging  the  former  owner  of 
Adelphi  Institute  in  New  York  with  stealing  tuition  money 
that  was  to  have  been  refunded  to  students  after  they  dropped 
out  of  its  Brooklyn  school. 

Participating  institutions  other  Than  school 

Many  of  the  student  aid  abuses  we  have  focused  on  affect 
other  student  aid  programs;  guaranteed  student  loan  programs, 
Pell  grants,  Perkins  loans,  College  Work  Study  funds,  and 
Supplemental  Education  Opportunity  Grants*    Under  all  of 
these  programs,  except  for  the  student  loan  programs,  there 
is  a  direct  relationship  between  the  Department  and  the 
institution  that  receives  student  aid  funds.    The  loan 
programs,  however,  operate  through  state  and  private, 
nonprofit  guarantee  agencies,  using  private  loan  capital 
supplied  primarily  by  commercial  lenders.    At  times  loans  are 
sold  to  the  secondary  markets  and  at  times  responsibilities 
of  the  lenders  are  contracted  to  servicers.    Because  of  the 
vulnerability  and  size  of  the  program,  we  have  several 
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initiative  underway  to  assure  ourselves  that  lenders  and 
othar  parti as  participating  in  tha  loan  program*  ara 
complying  with  ragulatione  and  to  identify  areas  in  law 
and/ or  regulation  which  could  be  etrengthened. 

Wa  hava  iaauad  a  aariaa  of  management  improvement  raporta  and 
in  some  cases  hava  dona  or  hava  ongoing  audita  and/or 
investigations  involving  thaaa  inatitutiona  which  participata 
in  tha  atudant  aid  programs.    A  brief  summary  of  thaaa 
follows. 

SttcraaaPE  Markets 

Secondary  markats  ara  authorised  to  purchase  atudant  loans 
from  landara  to  ensure  that  sufficient  funds  are  available 
for  the  student  loan  programs.    Secondary  markets  held 
approximately  $18.4  billion  or  40%  of  the  outstanding  loan 
portfolio  as  of  September  19B8.    This  statistic  excludes 
lenders  which  also  act  as  secondary  markets*    Despite  the 
overwhelming  presence  of  secondary  markets  in  the  student 
loan  program,  the  Department  ha*  not  systematically  received 
audits  of  the  secondary  markets'  administration  of  the  loan 
programs  nor  has  it  provided  systematic  program  review 
coverage  of  these  organisations.    Also,  our  review  indicated 
that  the  Department  c  *s  not  know  now  many  secondary  markets 
sxist  or  whether  anyone  is  evaluating  their  performance* 
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Zn  a  management  improvement  report,  we  recommended  that  tha 
Department  aaak  legislative  change  to  provida  for  audita  of 
tha  administration  of  tha  guarantaad  student  loan  programs  by 
secondary  markets  not  currantly  covarad  by  othar  audit 
requirements  and,  aatabliah  a  system  of  oversight. 

nUrf  Party  gaacteaai 

A  aignif icant  portion  of  tha  guarantaad  student  loam 
portfolio  (over  41%}  i»  being  managed  by  loan  servicers, 
which  vary  in  scope  of  services  provided,  sire,  and  the  rate 
at  which  their  portfolios  are  growing.    As  of  September  30, 
1988,  at  least  $18.6  billion  of  tha  $45.1  billion  loans 
outstanding  was  administered  by  loan  servicers.  Although 
some  reviews  are  conducted  by  lenders,  guarantee  agencies  and 
CPAs,  the  coverage  is  neither  systematic  nor  consistent,  in 
addition,  many  aervicera  are  affiliated  with  guarantee 
agencies  and  there  exists  a  potential  conflict  of  interest  in 
guarantee  agency  reviews  of  servicers. 

The  risks  to  the  Department  related  to  not  monitoring 
servicers  include  (1)  payment  of  inaccurate  interest  and 
special  allowance  billings,  (2)  reduced  collectibility  of 
loans,  (3)  reinsurance  payments  on  ineligible  claims,  and  (4) 
wrongful  harm  to  borrowers'  credit  ratings. 
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For  axample,  Departmental  program  official*  and  official* 
from  two  guarantee  agencies  performed  a  joint  review  of  a 
•arvicar  which  adminietered  a  large  portfolio  of  guaranteed 
student  loana.    Thay  identified  failuraa  to  perform  dua 
diligence  and  inaccurata  racord  Kaeping  which  impactad  on  the 
collectibility  of  tha  loana*    This,  along  with  tha  submission 
of  inaccurata  claim  history,  increased  rainauranca  costs  to 
tha  Department. 

In  a  management  improvement  report,  wa  ara  requesting  that 
tha  Department  improve  ita  ovaraight  of  servicers  by 
requiring  aarvicera  to  obtain  an  annual  audit  of  compliance 
with  tha  atudant  loan  regulations* 


Wa  have  identified  two  iaaua  areas  involving  landers.  These 
are  (1)  performanca  of  dua  diligance  raquiremante  to  assure 
collectibility  of  loans,  and  (2)  payment  of  origination  fees 
dua  the  Department  for  each  loan* 

Due  Diligence  -  Landers  participating  in  atudant  loan 
progress  are  required  to  parfom  certain  actions  within 
specified  timeframae  to  help  aaaure  tha  collectibility  of 
loana*    These  actions  constitute  "due  diligence*  in  loan 
management . 


lanflmx* 
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In  November  1988,  the  Department  issued  revised  regulations 
which  contained  sore  stringent  end  specific  due  diligence  and 
timely  filing  requirements  for  lenders.    Although  these 
revised  due  diligence  regulations  heve  been  in  effect  for 
three  years,  lender  reviews,  performed  by  guarantee  agencies, 
show  a  high  level  of  noncompliance ,  especially  in  the 
repayment  and  collection  area. 

To  determine  whether  lenders  were  meeting  the  due  diligence 
requirements,  we  analysed  the  results  of  101  lender  reviews 
conducted  by  13  guarantee  agencies  during  1987  and  1988  and 
found  chat  87  percent  of  the  lender  files  reviewed  contained 
what  we  considered  due  diligence  exceptions,    in  one  extreme 
case,  a  review  of  one  lender  disclosed  that  there  were  18,153 
delinquent  accounts  and  that  the  lender  had  been  unable  to 
maintain  consistency  in  follow-up  efforts  in  contacting 
borrowers* 

Even  if  this  one  lender  were  excluded  from  our  analysis,  33% 
of  the  files  reviewed  at  the  100  lenders  contained  due 
diligence  exceptions.  We  have  concerns  with  this  high  rate 
of  noncompliance  because  specific  due  diligence  requirements 
were  included  in  the  regulations  to  help  protect  the  Federal 
government  from  unreasonable  risk  of  loss  and  to  improve  the 
collection  of  loans  nationwide. 
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In  a  management  improvement  report,  we  recommended  action* 
liMd  at  reducing  instances  of  noncompliance  by  lenders  with 
the  Department's  due  diligence  requirements  and  at  improving 
tha  quality  of  landar  raviav  raporta  isauad  by  guarantee 
agendas* 

Following  arc  two  examples  of  dua  diiiganca  problens 
disclosed  in  our  investigations. 

—      Bavbanks  Credit  Corporation  -  On  Fabruary  2,  1990, 

Baybanks  Cradit  Corporation  plad  guilty  in  Boston  to  a 
ona-count  information  charging  tha  corporation  with 
fraud  involving  falsification  of  documents  related  to 
tha  guarantaad  atudant  loan  program.    Aa  part  of  ita 
plea,  tha  corporation  agraad  to  pay  a  $500,000  criminal 
fina  and  maka  raatitution  of  $248,753  to  tha  Department. 

An  OIG  investigation  determined  that  between  January 
1985  and  July  1986,  Baybanks  submitted  76  falsified 
default  claims  to  its  guarantee  agency.    In  August  1986, 
the  corporation  filed  a  "Report  of  Apparent  Crime11  with 
the  Federal  Deposit  Insurance  Corporation  and  tha  Office 
of  tha  United  States  Attorney  which  reported  that  an 
internal  audit  had  uncovered  evidence  that  three 
employees,  two  of  whom  were  officers,  had  forged  or  were 
aware  of  forged  borrower  signatures  on  guaranteed 
student  loan  forbearance  agreements  contained  in  default 
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claims  submitted  to  and  paid  by  the  guaranty*  agancy. 
Tha  forged  forbaaranca  agreements  provided  an  acceptable 
explanation  for  otherwise  impermissible  delays  between  a 
delinquency  and  the  presentation  of  a  default  claim  to 
the  guarantee  agency* 

Further  investigation  by  the  OIG  and  the  United  States 
Attorney's  Office  after  August  1986  shoved  that, 
beginning  in  1983,  several  other  officers  of  Baybanks, 
including  corporate  vice-presidents,  were  aware  that 
documentation  relating  to  the  Federal  student  loan 
program  was  being  forged  and  that  some  officers 
encouraged  and  even  participated  in  the  practice.  There 
was  evidence  that  between  1983  and  July  1986  officers 
directed  student  loan  collectors  to  fabricate 
computerised  records  of  collection  activities  and  the 
collection  correspondence  and  60-day  delinquency 
notices.    There  was  evidence  that  student  loan 
collectors  backdated  collection  cards  and  collection 
correspondence*    The  collectors  and  some  officers  also 
traced  student  signatures  onto  forbearance  agreements. 
These  actions  provided  the  false  appearance  that  proper 
due  diligence  had  been  performed  by  Baybanks  in  trying 
to  collect  delinquent  loans* 

rifrrifo  Federal  Saving?  Bank  -  A  Federal  grand  jury  in 
Tampa,  Florida,  returned  a  4 3 -count  indictment  in 
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September  1989  alleging  that  Florida  Federal  savings 
Bank  (formerly  Florida  Federal  Savings  and  Loan 
Association) ,  through  its  officers  and  employees, 
submitted  up  to  17,000  fraudulent  insurance  claims  worth 
approximately  $35  million  for  principal  and  accrued 
interest  on  guaranteed  student  loans. 

The  indictment  charges  Florida  Federal  and  two  former 
officers  with  conspiring  to  defraud  the  Department's 
student  loan  program;  making  false  statements  and 
presenting  false  claims  to  the  Department  and  guarantee 
agencies;  mail  fraud,  and  theft  of  government  funds. 
The  indictment  alleges  that  default  claims  were 
supported  by  documents  falsely  reflecting  that  certain 
collection  activity  was  performed  on  the  loan  accounts, 
and  that  the  two  former  officers  instructed  other  bank 
employees  to  create  false  records  to  show  that  required 
collection  activity  was  performed  in  conformance  with 
Federal  regulations,  contracts,  and  guarantee  standards 
and  procedures. 

The  trial  date  is  pending* 

ftrigfo^tion  Eftttft  -  Some  lenders  are  not  submitting  loan 
origination  fees  promptly  to  the  Department,  as  required. 
This  costs  the  Federal  government  a  significant  amount  of 
interest  expense. 
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One  Department  program  review  disclosed  that  in  March  1988,  a 
lander  had  not  submitted  Form  799,  which  identifies 
origination  fees  owed  to  tha  Department,  for  six  quarterly 
periods ♦    The  total  of  unpaid  origination  fees  was  $4*4 

Million. 

Another  raviaw  performed  in  1989  showed  that  a  landar 
continually  failad  to  f ila  Forms  799  for  origination  faaa 
dating  back  to  J una  1987.    Tha  guarantee  agancy  notified  the 
landar  of  its  intant  to  terminate  the  lender  from  the  program 
as  of  May  1989.    In  May,  when  the  state  Banking  Commission 
took  control  of  the  lender,  about  $5.5  million  in  origination 
fees  was  owed  to  the  Department. 

We  recommended  that  the  Department  institute  controls  to 
ensure  that  all  Forms  799  are  submitted  in  a  timely  manner 
and  that  loan  origination  fees  are  remitted  to  the  Department 

promptly. 

Under  Batten 

We  are  recommending  improvements  to  recently  required  reviews 
of  lenders  by  guarantee  agencies.    This  requirement  is  for 
guarantee  agencies  to  perform  biennial  on-site  reviews  of 
participating  lenders  meeting  certain  thresholds  of  loan 
volume,  beginning  with  the  biennial  period  ending  December 
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31 ,  1988.    However,  we  found  that  neither  the  Department  nor 
the  guarantee  agencies  as  a  group  have  identified  minimum 
standards  applicabla  to  guarantee  agancy  landar  review*. 
Thus,  va  found  variability  in  guarantaa  agancy  approaches. 
Ha  also  found  that  there  is  an  inharant  potential  conflict  of 
interest  in  that  a  guarantee  agency  performing  a  lender 
review  that  results  in  a  financial  liability  may  risk  losing 
the  revenue  it  receives  from  guaranteeing  the  lender's 
portfolio. 

gypplMfflital  team  tor  student*  (sua 

Statistics  reported  by  the  General  Accounting  Office , 
guarantee  agencies  and  others  indicate  tremendous  growth  of 
SLS  loans  in  the  proprietary  school  sector.  Certain 
proprietary  schools  have  increased  their  tuition  fees  and 
have  improperly  certified  dependent  students'  eligibility  for 
SLS  loans  which  increases  the  volume  of  SLS  dollars  coming 
into  the  schools. 

To  illustrate,  our  ongoing  audit  of  a  chain  of  beauty  schools 
disclosed  that  the  school  abused  the  ability  to  benefit 
provisions ,  had  high  drop-out  and  default  rates,  was  not 
making  refunds  to  lenders  on  time,  and  was  improperly 
certifying  dependent  students  as  eligible  for  SLS  loans. 
Furthermore,  we  found  that  because  of  the  amount  of  tuition 
charged,  most  students  attending  the  beauty  schools  needed 
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the  Federal  loans  as  well  as  grant*  to  pay  for  their 
tuition *    Al*o,  this  school'*     uition  increased  at  the  sane 
time  that    the  SLS  program  was  introduced  to  the  proprietary 
schools  sector*    In  September  1985,  tuition  at  the  school  was 
$4,395?  however,  in  March  1988  when  SLS  money  became 
available,  tuition  increased  to  $9,007.    At  another  school, 
tuition  increased  from  $3,950  in  1986-87  to  $6,550  in 
1989-90,  but  will  decrease  to  $4,000  in  1990-91  because, 
according  to  the  school  director,  the  school  lost  its 
participation  in  the  SLS  program* 

Our  management  improvement  report  expressed  support  for  SLS 
loan  restrictions  recently  enacted  by  the  Budget 
Reconciliation  Act  of  1989.    In  addition,  we  recommended  the 
Department  seek  the  necessary  authority  to  require  schools  to 
disclose  their  basis  for  the  tuition  being  charged. 


Current  PLUS  regulations  do  not  require  loan  recipients  to 
appear  before  either  the  lender  or  the  school*    Loan  proceeds 
are  sent  directly  to  the  parent  borrower  on  behalf  of  the 
eligible  student,  whereas  the  proceeds  of  other  guaranteed 
loans  provided  to  students  are  sent  directly  to  the  school 
the  student  plans  to  attend*    Further,  PLUS  loan  checks  are 
made  payable  to  the  parent  borrower  whereas  the  other  loan 
checks  are  make  co-payable  to  the  student  and  the  school* 
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Recent  investigative  cases  have  illustrated  the  ease  with 
which  ineligible  or  nonexistent  applicants  can  receive  PUIS 
loans.    Wo  hava  found  that  for  ovar  193  PIJ7S  loan 
applications  processed  by  ona  guarantaa  agancy  involving  118 
individuals,  tha  school  portion  of  tha  application  was 
falsified.    In  most  of  tha  cases,  tha  studant  or  child  was 
nonexistent.    At  an  avaraga  valua  of  $3,5G0,  thasa  loans 
raprasant  approximately  $675,000  of  potantial  loss  to  tha 
taxpayers* 

In  cases  such  as  those  describad  above,  the  loans  are  likely 
to  go  into  default  status ,  leaving  tha  Department  to  pay 
reinsurance  claims  to  guarantee  agencies.    PUIS  loans 
guaranteed  in  FY  1988  totalled  in  excess  of  $537  million.  We 
recommended  that  procedures  be  put  into  place  to  reduce  the 
risk  to  taxpayers. 

Hon-rofleral  fttt&JLfal 

All  institutions  of  higher  education  are  required  to  obtain 
audits  by  non-Federal  auditors  at  least  biennially.  In 
accordance  with  the  Inspector  General  Act  of  1978,  we  are 
required  to  assure  that  these  audits  meet  the  auditing 
standards  issued  by  the  Comptroller  General. 
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During  FY  1989,  ve  perforate!  dtik  reviews  on  3, 156  student 
financial  aid  audit  reports*    A  desk  review  is  a  review  of  an 
audit  report  by  the  OXG  at  its  offices*    Of  the  audits  desk 
reviewed,  835,  or  27  percent,  were  found  to  contain 
significant  inadequacies  or  other  deficiencies*    We  performed 
quality  control  reviews  of  the  underlying  working  papers  on 
192  audit  reports*    Of  these  audits,  114,  or  59  percent,  were 
found  to  contain  significant  inadequacies  or  other 
deficiencies. 

In  the  most  egregious  cases,  we  refer  the  auditors  to  State 
boards  of  accountancy  and  to  the  American  Institute  of 
Certified  Public  Accountants  (AICPA)  for  disciplinary  action. 
We  have  made  46  such  referrals  since  April  1,  1985.    As  a 
result  of  the  deficiencies  identified  above,  in  FY  1989,  we 
made  is  referrals  of  independent  public  accountants  to  the 
appropriate  state  licensing  board*    Twelve  of  these  were  also 
members  of  the  AICPA  and  were  also  referred  to  that 
organization. 

In  13  cases,  the  CPA  did  not  have  working  papers  to 
support  the  tests  of  compliance  requirements,  and  in  12 
cases  did  not  have  working  papers  to  support  the 
internal  control  review* 
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In  five  instances,  there  was  no  supervisory  review  of 
the  working  papers,  aven  though  they  had  been  prepared 
by  a  junior  member  of  tha  fins. 

In  two  c<:'*ar  instances,  raporta  vara  submitted  by 
practitioners  who  wara  not  cartifiad  public  accountants. 

Each  of  thaaa  represents  a  significant  inadequacy  and 
violates  government  auditing  standards.    Actions  takan  by  tha 
Stata  boards  in  FY  1989  on  rafarrals  made  in  prior  parioda 
include  ona  instance  where  tha  CPA  was  put  on  probation  for 
three  years  and  may  not  issue  any  governmental  audits  during 
that  period.    Other  actions  include  requiring  the  auditors  to 
take  continuing  professional  education  in  government  auditing 
and  requiring  them  to  submit  their  practice  and/or  future 
audita  to  pear  reviews. 

OXC  has  taken  various  steps  to  improve  tha  quality  of  student 
aid  audits.    We  revised  the  Audit  Guide  in  Hay  1988. 
Following  issuance  of  the  Guide,  we  conducted  training 
sessions  in  eight  cities  around  the  country  to  inform 
auditors  of  Vhe  new  requirements  during  FY  1988  end  early  FY 
1989*    More  than  2,00G  independent  public  accountants  and 
State  auditors  were  trained  at  these  sessions* 

We  continue  to  maintain  good  lines  of  communication  regarding 
audit  quality  issues  through  tha  Audit  Quality  Roundtable 
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sponsor**  by  the  President's  Council  on  Integrity  and 
Efficiency.    This  Roundtable,  composed  of  representatives  of 
selected  CPA  firms,  various  professional  groups,  and  other 
inspectors  General,  meets  periodically  to  discuss  audit 
quality  issues  and  possible  solutions. 

We  hope  to  see  a  noticeable  improvement  in  audit  quality  in 
FY  1990.    This  is  the  first  full  period  in  which  audits 
conducted  in  accordance  with  the  Nay  1988  audit  guide  are 
due.    Audit  quality  will,  we  hope,  be  improved  by  the  use  of 
the  May  1988  guide,  by  the  training  provided  to 
practitioners,  and  by  technical  assistance  provided  to 
practitioners  and  others. 

In  addition  to  the  1989  activity  as  described  above,  three 
cases  we  referred  in  recent  years  were  due  in  part  to  a  lack 
of  independence  on  the  part  of  the  auditor  or  firm  from  the 
school  being  audited. 

In  one  case,  a  partner  of  a  two-partner  firm  which  conducted 
an  audit  of  a  school  was  an  active  member  of  the  board  of 
directors  of  the  school*    Although  this  partner  was  not 
responsible  for  the  audit,  this  was  a  clear  violation  of  the 
independence  standard.    The  auditor  was  referred  to  the  State 
board  and  the  A I CPA.    Outcomes  of  these  referrals  are 
pending. 
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In  another  case,  a  CPA  signed  the  audit  raport  although  most 
of  tha  audit  work  was  performed  by  an  employee  of  tha 
school.    Essentially,  tha  atudant  aid  adminietrator  auditad 
hia  own  work.    Thara  vaa  no  evidence  in  tha  working  papara 
that  tha  CPA  had  raviawad  or  taatad  tha  work  dona  by  tha 
administrator,    Tha  CPA  was  referred  to  tha  Stata  board  which 
iaauad  a  one-year  suspansion  (stayed) ,  and  ona  yaar'a 
probation.    Ha  was  not  a  member  or  tha  AICPA. 

In  a  third  case,  tha  CPA  who  did  tha  audit  waa  a  naphew  of 
tha  ownar*  of  tha  school.    In  this  casaf  whila  tha  auditor 
was  licansad  to  practice,  ha  was  not  a  practicing  CPA.  He 
performed  tha  audit  as  a  favor  to  hia  aunt.    Tha  CPA  was 
referred  to  tha  Stata  board  and  tha  AICPA*    The  state  board 
issued  a  one-year  auspansion  (stayed),  and  one  year's 
probation.    The  AICPA  suspended  the  auditor  for  three  months t 
and  required  40  hours  of  professional  education  and  review  of 
one  audit  by  them  for  each  of  tha  next  two  years. 

In  eac*  case,  we  alao  found  deficianciaa  in  the  audit  work. 
However,  we  found  nothing  to  indicate  that  tha  independence 
problems  were  the  cause  of  the  deficiencies  or  otherwise  had 
a  direct  effect  on  the  way  the  audita  were  conducted. 


As  deacribed  above,  we  are  addressing  etudent  financial  aid 
iaaues  in  various  ways  and  devoting  significant  effort  to 
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this  area.    To  the  extent  possible  and  appropriate,  we  will 
provide  the  Department  and  congress  with  information  uaaful 
in  efforts  to  improve  tha  student  financial  aid  program* 
through  tha  reauthoriration  process.    Due  to  tha  funding  and 
complexity  of  these  programs  and  the  changaa  baing 
recommended  and  made  to  tha  program,  I  alao  expact  that  the 
student  aid  program*  will  vwufcinue  as  a  high  priority  for  OIC 
during  1990  and  1991. 


In  1989,  Department  figures  show  that  more  than  1,400 
inatitutions  had  default  rates  of  30%  or  higher.  During 
1989,  we  were  able  to  audit  only  30  institutions  and  we  had 
only  some  200  active  institution-related  investigative 
cases.    This  is  despite  the  fact  that  during  that  year,  we 
devot&d  75%  of  our  resources  to  the  student  aid  area,  in 
addition,  these  efforts  left  only  soae  25%  of  our  resources 
for  other  programs,  soae  of  which  we  believe  are  also 
vulnerable  to  fraud,  waste  and  abuse. 


OIC  has  assessed  that  509  staff  are  needed  to  accomplish  our 
priority  work.    However,  OIC  has  been  requesting  the  increase 
incrementally  over  a  number  of  years  in  order  to  provide  more 
reasonable  requests  for  increases  and  to  bring  new  staff  on 
board  more  efficiently.    New  staff  require  on-the-job 
training  by  experienced  staff,  particularly  with  the 
Department's  complicated  program  regulations.    The  results  of 
bringing  new  staff  on  board  are  usually  not  apparent  for  at 
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least  a  year  because  of  this.    From  an  FTE  usage  of  309  in  I 
1988,  w«  have  increased  to  330  for  FV  1990.    The  Fx  1991 
proposed  budget  provides  360,  with  a  funding  level  of  $25.8 
Billion. 


Mr.  Chairman,  I  thank  you  for  the  opportunity  to  report 
our  efforts  in  the  student  aid  area.  I  would  be  happy  ' 
answer  any  question  you  and  other  Committee  members  say 
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MOMS***. 
tdtCOM*  QN*VtITO»T«m* 

UNITED  STATES  DEPARTMENT  Of  EDUCATION      MAR  lb  1990 
OF h ret  OF  INSf»EC?xmt*tftf.KAL 

March  14,  1990 


Honorable  Sam  Kunn 

Chairman,  permanent  Subcommittee 

on  Investigation 
Committee  on  Governmental  Affairs 
United  stats*  senate 
Washington,  DC  20210 

Dsar  ssnator  Nunn: 

Xn  rssponss  to  my  rscsnt  testimony  on  February  2Q,  1990,  I  as 
responding  to  questions  asked  by  Senator  Levin. 

Page  107.  Linim  }  -  ^ 

•♦Senator  Levin?  Would  you  give  us  a  recommendation  on  that 
issue,  whether  or  not  we  oucht  to  require  some  automatic 
re-certification  or  certification  of  eligibility,  if  schools 
go  above  certain  levels  of  defaults  or  under  what 
circumstances  that  be  part  of  an  original  process,  so  that  we 
do  not  have  to  take  sosething  away  that  is  part  of  an 
original  approval?* 

See  Tab  A  for  response. 
Pace  116.  Linas  g  -  ^ 

"tSenator  Levin:}  I  would  think  we  at  least  ought  to  look  at 
a  prohibition  against  any  person  who  is  in  the  loan  business 
".^.^  guarantee  business  from  also  being  in  the 
collection  business  after  the  180  days  or  having  an  interest 
as  a  collection  agency.  x  wonder  if  you  could  give  us  a 
report  back  as  to  whether  that  would  not  eliminate  what  seams 
to  be  a  very  inherent  conflict  of  interest." 

See  Tab  B  for  response. 

Thank  you  for  the  opportunity  to  testify  before  your 
Subcommittee  regarding  the  Abuses  in  the  Federal  student  Aid 
Programs.  I  look  forward  to  working  with  you  in  the  future. 
If  I  can  be  of  further  assistance,  please  do  not  hesitate  to 
cell  me  on  455-4039. 

Sincerely , 


Enclosures 

ccr    Honorable  Carl  Levin 


7 

James  B.  Thomas,  3xiS 

T 
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Certification 


Through  the  certification  process,  the  Department  determines 
that  a  school  is  financially  responsible  and  administratively 
capable  of  handling  participation  in  the  Title  IV  student 
financial  aid  programs*  The  purpose  of  the  certification 
process  is  to  protect  both  ED  and  students  against  loss  by 
keeping  financially  troubled  and  administratively  deficient 
institutions  out  of  the  SPA  programs.  Examination  of 
educational  quality,  however,  is  not  part  of  the 
certification  process,  and  ED  has  no  authority  to  make  it 
so.  Thus,  as  long  as  an  institution  is  financially  strong 
and  capable  of  administering  Title  IV  programs,  ED  cannot 
deny  participation  even  if  educational  programs  lack  merit. 


We  have  found  that  ED's  Certification  Branch  has  not 
implemented  this  process  efficiently  and  thus  the  controls 
provided  for  by  regulations  were  not  effective.  We  also 
found  that  institutions  are  not  required  by  regulation  and  do 
not  undergo  a  recertif ication,  even  when  they  make  a  major 
change,  such  as  adding  branch  campuses.  Unless  a  school 
changes  owners,  after  initial  certification,  an  institution 
may  never  again  be  reviewed  for  its  financial  responsibility 
and  administrative  capability  to  participate. 

Our  review  of  the  certification  process  concluded  that  in 
many  instances,  OPE  was  aware  of  financial  and  administrative 
problems  at  schools  and  if  it  would  have  taken  appropriate 
action,  either  the  schools  would  not  have  been  allowed  to 
participate  in  the  SFA  programs  or  there  would  have  been 
adequate  surety  in  place  to  cover  the  students'  and  the 
government's  risk  of  loss. 

fteqommendations 

We  have  recommended: 

1.  ED  consider  changing  the  certification  regulations  and 
forms  to  require  that  ail  schools  be  recertified  on  a 
periodic  basis,  e.g.  not  less  than  every  four  years ,  to 
assure  that  thev  continue  to  meet  the  minimum  criteria  for 
certification  to  participate  the  the  Title  IV  programs.  We 
recommend  that  this  recertif ication  be  done  in  conjunction 
with  OPE's  requirement  that  schools  renew  their  eligibility 
every  four  years. 

2.  ED  require  institutions  to  provide  audited  financial 
statements  for  the  two  roost  recent  complete  fiscal  years  and 
a  interim  report  on  the  institution's  current  financial 
condition  for  review,  and  require  the  president  of  the 
institution  as  well  as  the  CEO  to  certify  the  accuracy  of  all 
information  provided  as  part  of  the  certification  review. 
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3.  ED  deny  certification  or  rectification  to  schools  that 
do  not  tut  the  financial  responsibility  testa* 

4.  ED  assess  the  risk  of  loss  to  both  students  and  the 

?ovem»ent  by  obtaining  projected  cash  advance  information 
rom  each  new  institution  and  by  obtaining  PMS  cash  advance 
reports  and  student  financial  aid  data  for  each  institution 
it  recertifies. 

5-  require  that  surety  arrangements  be  made  at  a  level 

sufficient  to  cover  both  the  students'  and  the  government's 
risk  of  financial  loss. 

6.  ED  increase  surety  arrangements  currently  in  force  to 
the  extent  necessary  to  assure  that  the  risk  of  loss  to  both 
students  ana  the  government  is  adequately  covered. 


We  believe  that  if  these  recommendations  were  implemented* 
many  financially  unstable  and  "bad"  schools  would  be  kept  out 
of  the  programs  in  the  beginning.  Keeping  an  inferior  school 
out  is  easier  th*n  amassing  evidence  to  show  sufficient 
wrongdoing  to  terminate  a  school. 
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He  share  Senator  Levin's  concern  that  there  might  be  an  inherent 
conflict  of  interest  in  a  structure  that  allows  a  guarantee  agency 
to  provide  preclais  assistance,  then  pay  a  lender  for  a  default  and 
then  collect  on  the  loan.  In  such  instances,  the  guarantee  agency 
is  permitted  to  retain  301  of  the  collections  (35%  of  the 
collections  if  the  guarantee  agency  is  located  in  a  state  that  has 
enacted  a  garnishment  law  that  complies  with  Section  4285  of  the 
Higher  Education  Act.) 

With  respect  to  their  role  in  the  prevention  of  defaults,  guarantee 
agencies*  principal  tools  are  pr eel aims  assistance,  supplemental 
proclaims  assistance,  and  monitoring  of  lender  and  school 
compliance  with  program  requirements.  In  addition,  guarantee 
agencies  that  also  function  as  servicers  may  get  directly  involved 
in  performing  lender  due  diligence  functions. 

An  economic  disincentive  for  a  guarantee  agency  to  not  allow  loans 
to  go  into  default  is  the  kicking  in  of  the  trigger  figure.  The 
trigger  figure  is  the  ratio  of  reinsurance  claims  paid  to  a 
guarantee  agency  during  any  fiscal  yaar  to  the  agancy1*  total 
amount  of  loans  in  repayment  at  the  end  of  the  preceding  fiscal 
year.  If  this  ratio  equals  5  percent,  an  agency  is  reimbursed  for 
90  percent  of  its  losses  (defaulted  loans.)  If  the  ratio  equals 
9  percent,  the  agency  is  reimbursed  for  SO  percent  of  its  losses. 
However,  the  majority  of  guarantee  agencies  have  not  hit  the 
trigger  figures.  There  may  be  other  economic  ■  disincentives. 
However,  from  an  economic  standpoint,  the  30/35%  collection 
proceeds  benefit  may  provide  more  actual  benefits  for  an  individual 
guarantee  agency. 

Thus,  although  we  have  no  statistics  or  examples  or  even  a  reason 
to  believe  that  guarantee  agencies  favorably  permit  or  encourage 
defaults,  it  may  be  economically  sound  for  a  guarantee  agency  to 
allow  loans  to  default  in  order  to  be  able  to  collect  them 
afterwards.  The  disincentive  for  aggressive  default  prevention 
does  appear  to  be  a  weakness  of  the  current  guarantee  agency 
structure*  Guarantors  that  do  not  hit  the  triggers  may  not  have 
financial  incentives  to  reduce  defaults  and  may  in  fact  have  strong 
incentives  to  allow  them  to  occur* 

It  is  our  understanding  that  the  Department  is  addressing  this 
issue  in  the  Higher  Education  Act  reauthorization. 
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"TrCOWUTTKK  STAFF  INVESTIGATION 
OF 

AMERICA*  CAREER  TRAIbIEG  CORPORATIOM 

At  the  initial  stag*  of  its  investigation  into  the  iesue 
of  abuse  in  federal  student  aid  programs,  the  Subcommittee  staff 
determined  that  it  would  ba  banaf icial  to  review  tha  oparationa 
of  a  proprietary  school,  particularly  a  school  which  seemed  to 
ba  relying  heavily  on  Fadaral  student  loan  programa.  m 
1***'  *•  reviewed  Department  of  Education  files  and 
7*«^T% ?p0n^ ***f ican  Career  Training  Corporation.  Preliminary 
i2  2?F5i?n  diBCioB«d  the  A.C.T.  1985  student  loan  volume  to  be 
SZ,»4I,4Z3,  compared  to  their  1988  loan  voluae  of  $43,971,917. 
This  represents  an  increase  in  loan  voluae  of  $41,030,494  over 
three  years,  in  other  words,  a  1,395%  increase. 

.  .  '*  Th,a  Corporation  does  business  as  the  A.C.T.  Travel 
School  and  the  HART  School  for  Professional  Secretaries.  Files 
disclosed  that  the  schools  operated  only  in  Poapano  Beach, 
w  ?*'  *  d  no  brancn  caapuses.  The  coursework  for  both 
schools  is  a  combination  of  correspondence  (hone  study)  and 
in- residence  courses.  " 

n  Thf  ■cho°1  *■  "holly  owned  by  Joseph  and  Janes  (Jim) 

Calareso  who  are  president  and  vice  president  respectively.  The 
corporation  occupies  four  buildings  in  Poapano  Beach.  These 
include  the  central  offices;  the  A.C.T.  travel  school?  the  IIART 
secretarial  school;  and  a  research  and  development  office.  The 
corporation -a  inception  date  was  June  14,  1982.  According  to 
cne  A.C.T.  president,  the  travel  school  was  established  and 
licensed  by  the  State  of  Florida  in  January,  1983,  and  enrolled 
its  first  student  on  February  10,  1983.  At  that  tie*,  atudenta 
paid  cash,  usually  through  an  interest-free  payment  plan  with 
the  school.  On  May  7,  1985,  the  travel  school  was  certified  by 
the  Department  of  Education  and  determined  eligible  to 
«  .i?  tin  tne  Guaranteed  Student  Loan  Program.  On  October 
zv,  1997,  the  secretarial  school  waa  added  to  the  participation 
agreement  with  the  Department  of  Education. 

*  „,  1^oda?'  the  corporation  is  not  only  licensed  in  the  State 
of  Florida,  but  also  in  25  other  states.  As  we  testified  last 
Tuesday,  state  licensing  requirements  vary  widelr;  some  states 
require  that  a  school  be  licensed  prior  to  the  sctool  conducting 
any  business  in  that  state,  to  include  advertising  and  sales. 

....  According  to  Joe  Calareso,  the  school  waa  accredited  in 
ll~l-JZ,  National  Home  study  Council  (NHSC),  the  "only 
accrediting  body  that  will  accredit-  combination  home 
study /in-residence  courses.  Joe  Calareso  is  an  HHSi*  trustee  snd 
remains  active  with  the  Council.  The  HHSC  verified  Calareso* s 
tfU^8!-  status.  In  addition,  A.C.f.  rents  motel  rooms  to 
students  in  the  residency  phase  of  the  course  from  the  Calareso 
Real  Estate  partnership.    Calareso  told  ua  there  axe  -hundreds 
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o*  proprietary   schools  that  would  fit   in  tne  A.CT.  parking 
lot.w 

In  December,  1989 ,  we  conducted  a  preliminary  visit  to 
tha  Florida  Department  of  Education  licanaing  officea  in 
Tallahassee.  We  notified  the  Department  of  our  intention  to 
review  A.C.T.  We  were  given  full  access  to  their  filaa  on  the 
echool.  We  were  informed  that  the  Florida  Department  of 
Education  planned  a  January,  1590,  on~aight  visit  to  the 
echool.    We  were  invited  by  the  State  to  attend  aa  observers. 

While  in  Tallahassee,  we  also  visited  with  and  reviewed 
the  files  of  the  State  i  office  of  Student  Financial  Assistance, 
Florida  *  s  guarantee • agency . 

During  that  visit,  we  learned  that,  in  addition  to 
Florida,  the  Massachusetts  and  Pennsylvania  guarantee  agencies 
had  recently  completed  reviews  of  A.C.T.  Moreover,  the  Higher 
Education  Assistance  Foundation,  yet  another  guarantee  agency, 
had  conducted  program  reviews  and  made  substantial  findings, 
Mr,  Chairman,  the  Staff  submits  copies  of  these  reviews  for 
insertion  into  the  Record.  We  had  found  more  than  we  haa 
expected. 

Based  on  our  preliminary  findings,  the  Subcommittee 
Chairman  authorised  a  full  investigation  of  the  school  in 
December,  1989. 

During  this  investigation  of  the  corporation,  we  have 
reviewed  materials  from  twenty  guarantee  agencies?  the  A.C.T. 
corporation;  the  State  of  Florida;  the  Department  of  Education 
-  both  headquarters  and  Region  IV;  a  required  non-federal  audit 
conducted  by  a  CPA;  the  National  Home  Study  Council;  and  we 
have  interviewed  a  group  of  both  graduates  and  drop-outs  of  the 
A.C.T.  programs.  Additionally,  we  have  interviewed  current  and 
former  corporation  employees- 

The  Subcommittee  has  subpoenaed  and  reviewed  *-CT. 
records,  along  with  the  records  of  19  guarantee  agencies.  We 
have  requested  certain  student  records,  business  records,  and 
general  information  about  former  and  current  employees  of 
A.C.T.  We  have  secured  the  assistance  of  auditors  to  organise 
the  relevant  materials. 

Hr.   Chairman,   we  were  not   looking   for  a    "worst  case 

example"  when  we  chose  A.C.T.     As  you  heard  in  testimony  last 

Tuesday,    the    Inspector    General's    files    were    replete  with 

examples  of  those.  Rather,  we  chose  this  school  for  our  case 
study  due  to  its  substantial  loan  volume. 

The  findings  that  the  staff  has  made  are  numerous,  and, 
in  our  opinion,  strongly  suggest  intentional  abuse  of  the 
guaranteed  student  loan  system.    Our  findings  are  as  follows? 


ERJC  18i 


179 


-3  - 


IMCATIOM  TO  tMKflClPM 


»n*«n—  2?**  investigation  disclosed  that  A.CT.'s  student 
25  ^T\££  V**^.?1  *f"»tte*lly  since  2985.    Joe  Calareso 

guarantied  ^LdlSt  1?M'  Pri0r  to  itM  P*rticiP*ticn  in  the 
£^2?!*?   ■tu/,*"tM  program   ths    travel    school   enrol lsd 

f ?Ef  y  X'000  CMh  »t«ciont«.    Tuition  vas  $1,295  at  that 

JSdanJ^kifiS?  ZWSJ*  $2'19S-  over  90%  of  SK 

Jo^na?  Uod  at  A-c-T-   receive  federally-backed  student 

™  -f^;"-  revif¥f5  the  file*  of  the  guarantee  agencies' 
portfolio*  pertaining  to  loan,  to  A.C.T.  students. 

«2  %6R  ,^.th*  ^i0**  1985_89<  15  9«ar«nty  agencies  guaranteed 
in'  iAs     ?  &AiPi&J*  ?V-r  $153  »im°n  «or  A.C.T.  student*. 
.«fi£l'   V °t8  *-c-T-  «tudent«  received  loan*  valued  at  $4.7 
*°th  tj»  number  and  dollar  value  of  loans  guaranteed 

196?    Zl^r^lnL^19'^  1°.*™'  totalin«  *««  million  in 
"    volume  remained  at  about  the  same  level  in  1988.  The 

1*85-89?  *  the  Chan*d  in  ioan  volum  for  "lender  years 

XSfii.  No.  l,oans  Dollar  Value 

Guaranteed         Oa  ttilUanU 

1985                       2,048  $  4.? 

9,414  22.5 

198?                     18,345  46.2 

1988  is,«05  45.5 

1989  13,953  33.9 

UNKNOWN  YEAR 

[year  loan  originated  could  not  be  determined  from 
file] 

-2&i   fUl 


Totals  62,368  $153.3 

.       ...  According     to     A.CT.'s     financial     statements,  its 

k'JV"^  14  'u  1982  and  on  a  fiscal  year 

i^L  .  9  H*y  31*  For  tn*  Initial  year  of  operation,  py  1983, 
A.CT.'s  revenue  was   $21,915.     Revenues   increased  moderately 

%;Lct7velv1984  r  dn<i  t0     $382'733     «nd  WJ?Sl! 

respectively.      in    May    1985,    A.C.T.    vas    certified    by  the 

SST^SR  °o^"fati°"  t0  P«^loipate  in  the  Guaranteed  Student 
r^L.-    LP    8  *•  *  rB,ult  of  participation  in  the  GSL 

'   ther«  *f»  *»  immediate  impact  on  A.CT.'s  revenues 
which  increased  significantly  to  $5,48i;353  for  TY  1986. 
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During  1986  A.C.T.  changed  its  accounting  period  fro*  a 
fiscal  year  to  tha  calendar  year  basis,  for  the  seven  month 
period  ended  December  31,  1986  during  the  transition  period, 
revenues  increased  to  $6,210,362,  exceeding  the  prior  twelve 
month  period. 

Revenues  continued  to  soar  over  the  next  three  yea**  t° 
$16,910,995  in  1987,  nearly  doubling  to  $32,554,949  in  1988,  and 
reaching  $34,469,571  in  1989- 

During  the  first  three  year*  of  existence  A.C.T. 
experienced  net  operating  losses  (expenses  exceeded  revenues) 
which  reached  $90,926  for  FY  1985.  However,  this  trend  was 
reversed  in  FY  1986  with  participation  in  the  guaranteed  student 
loan  program.  During  FY  1986,  A.C.T.  had  a  net  operating  profit 
(revenues  exceeding  expenses,  including  owners*  salaries)  of 
$175,956.  For  the  seven  month  period  ended  December  31,  1986, 
A.C.T. 's  nut  operating  profit  increased  to  $2,273,277.  For  1987 
and  1988,  A.C.T.  continued  their  profitable  trend  by  having  net 
operating  profits  of  $2,279,505  and  $3,828,587,  respectively. 
For  1989  A.C.T.  again  had  a  substantial  net  operating  profit  of 
$827,433,  which  decreased  from  the  prior  two  years  because  of 
increased  expenses  without  a  corresponding  increase  in  revenues. 

2.    review  of  CORPORATT9"  EIMaJKIAL  data  PlSCTflSffS 
pbofits  for  amass 

As  we  have  testified,  during  the  first  three  years  of 
operation,  the  corporation  experienced  losses,  however  that 
trend  was  reversed  after  the  schools'  participation  in  the 
student  loan  program.  Moreover,  a  review  of  salaries  and 
benefits  to  the  corporation's  officers,  the  Calaresos,  also 
revealed  handsome  profits  for  the  owners. 


YEAR 

mms. 

5-31-1983 

5-31-1984 

5-31-1985 

5-31-1986* 

12-31-1986** 

12-31-1987 

12-31-1988 

12-31-1989 


PROFIT  TO  CORP  SALARY/ STOCK  DIVIDENDS 

aetpr  all  expenses    fJOS  ASP  JS«  EALARESQ) 


($33,561) 

($18,402) 

($90,926) 

$175,955 

$2,273,276 

$2,279,506 

$3,828,587 

$827,433 


6-1-83  -  5-31-84/$14,531 
1985/$218,000 

1986/$2,242,400 
1987/$2,467,240  +  $1,993,500 
1988/$2,060,000  ♦  $1,049,667 
Jgft«/Sl. 047, 4Qft  *  frl -276.385 
TOTAL t  $12,369,131 


*  five  month  period 
**  seven  month  period 

Our  analysis  of  the  Executive  Officers  salaries  over 
A.C.T. *s  existence  shows  that  as  revenues  significantly 
increased  with  participation  in  the  federal  student  loan  program 
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in  aid  1985 ,  there  was  a  corresponding  drastic  increase  in  tha 
in  tha  Executive  Officers*  salaries.  Tha  Kaecutive  Officers 
were  Joseph  Calaraso,  president,  and  James  Calaraso,  Vica 
Preeident.  Josaph  Calaraso 's  1985  salary  was  $129,000  ami  James 
Calareeo's  salary  was  $89,000,  In  tha  following  year  of  1986, 
tha  aalarias  rosa  astronomically  with  Josaph  and  Jamas  Calaraao 
aach  racaiving  $1,121,200.  Tha  incraasas  raprasantad 
approximately  770%  for  Josaph  Calaraso  and  1,160%  for  Jamas 
Calaraao. 

During  tha  following  two  years,  aalarias  for  aach 
Calaraso  continued  at  ovar  a  million  dollars  annually  and  ware 
approximately  $1.23  million  and  $1.03  million,  respectively. 
During  1989,  tha  aalarias  decreased  to  $533,804  for  Joseph  and 
$513,604  for  James.  Over  the  course  of  the  four  year  period  of 
1986  through  1989,  the  total  salaries  received  by  Joseph  and 
Jamas  Calaraso  exceeded  $7.8  million. 

As  the  only  stockholders  of  the  corporation,  the 
Calaresos*  received  other  benefits  in  addition  to  their  salary 
coata  which  averaged  $1.95  million  during  1986  through  1989. 
Beginning  in  1987  the  Calaresos'  received  additional  income  from 
the  corporation  through  Stockholder  Distributions.  They  also 
received  $168,500  of  funds  in  1987  through  Loans  to 
Stockholders.  Our  analysis  of  A.C.T. 's  accounting  records 
showed  that  these  additional  benefits  were  approximately  $2 
million  for  1987  and  exceeded  $1  million  for  both  1988  and  1989. 

For  1987 t  tha  benefits  received  from  the  corporation  by 
Joseph  and  James  Calaraso  in  the  form  of  salaries  and 
stockholder  distributions  were  $4.3  million.  The  benefits 
received  by  the  Calaresos*  were  $3.1  million  for  1988  and  $2.3 
million  for  1989.  Including  the  salaries  from  1986,  the  total 
benefits  realired  by  the  Calaresos1  from  1986  through  1989 
approached  $12  million. 

3 1  A  VtRT  LOW  PBRCKlfTAGE  QT  THOSE  WHO  RMROIX  AMD  RECEIVE 
STPP8HT  AID  EVER  GRADUATE  PftOM  TOR  SCHOOLS. 

The  staff  has  determined  that  a  very  low  percentage  of 
those  students  enrolling  in  A.C.T.  actually  graduate.  During  the 
preliminary  phase  of  this  investigation,  we  were  told  that  fewer 
than  201  of  those  enrolled  in  A.C*T.'s  courses  actually  graduate 
from  the  courses  offered. 

An  October  1989  review  of  A.C.T.  by  its  accrediting 
agency,  the  National  Home  Study  Council,  estimated  that  only  18 
to  20%  of  the  school's  students  graduate.  Florida's  state 
licensing  files  relative  to  A.C.T.  disclosed s 

Beginning  enrol laent  July  1,  1987 t  16,420 
New  students  {travel  and  Hart) 

Entering t  16,836 

Voluntary  withdrawals  1,469 
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Dismissals  , ,  -»,•-, 

Graduates*  4»052    (3,363  placed) 

Ending  enrollment  June  30,  1988«  27,735 

Joseph  Calareso  provided  the  staff  with  the  following 
Information t 

1987  1988  1989 

Students  in  Course           9,404  19,027  20?924<i  Mo 

Students  Completing        2,787  ^Mi.  ™t  available 

30%  31% 

Our  analysis  of  subpoenaed  school  records  show  that,  for 
FY  1986  through  FY  1989,  47,254  A.C.T.  students  received  federal 
student  loans,  but  only  7,679  students  completed  the  program 
through  residential  training,  or  16%. 

4.    A.C.T.  DEVAin.TS  ARE  LTKKI.T  TO  IHCRBnSff  nfi  IifltWS  COMB  PUB 

As  indicated  in  testimony  last  week,  the  Department  of 
Education,  based  on  data  provided  from  the  56  Guarantee 
Agencies,  annually  produces  a  list  of  default  rates  of  the 
schools  participating  in  the  guaranteed  student  loan  Programs . 
This  list,  known  as  the  COHORT  default  list,  indicates  the 
school,  the  number  of  loans  to  students  entering  repayment 
status  for  that  year,  and  the  percentage  of  default  claims  paid 
by  the  Department  to  guarantors. 

The  Department's  latest  available  data  is  1987.  In  that 
year,  of  the  2,039  A.C.T.  students  entering  repayment  status, 
23.2%  were  in  default.  You  will  recall,  that  in  last  weeK  s 
testimony    before    the    Subcommittee,  fSJLi   f.  ni« 

testified  that  when  a  default  rate  exceeds  20%  a  school  is  now 
required  to  develop  a  default  management  plan. 

Our  investigation  revealed  that  the  number  of  defaults 
for  A.C.T.  loans  is  very  likely  to  substantially  increase  in  the 
future.  Generally,  loan  periods  are  for  one  year,  followed  by  a 
six-month  grace  period.  The  1987  default  data  is,  therefore, 
most  likely  based  on  1985  loans,  when  total  loan  volume  for  the 
school  was  only  2,048.  As  previously  stated,  loan  Y™"» 
increased  substantially  over  the  next  few  years.  Given  the  low 
graduation  rate  and  other  factors,  it  is  likely  that,  as  more 
loans  come  due,  defaults  will  substantially  increase. 

Moreover,  in  last  week's  testimony,  we  cited  several 
examples  of  obviously  erroneous  addresses  for  A.C.T.  »tud<mt«  in 
guarantee  agency  records.  In  the  summer  of  198 9,  the 
Pennsylvania  guarantor  which  now  holds  $69.3  million  in  loans  to 
A.C.T*  students,  sent  a  questionaire  to  a  small  ran^°?  ■*8,p**2? 
of  A.C.T.  students  having  loans  guaranteed  through  PHBAA.  W« 
50%  of  the  questi-naires  mailed  were  returned  by  the :  Post  ok ice 
either  unopened,  marked  address  unknown,  no  forwarding  address 
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£?.Mdd/a"*w,doiM'  , n0t  Other  guarantor*   are  reporting 

similar  problems  in  locating  atudanta.  * 

*°r  lnBtanc«'  in  August,  1989,  tha  Maaaachuaatta 
fluarantaa  agency  attempted  to  talaphona  SO  A.C.T.  atudanta  who 
I£n?h.  £!i  tDat  „had.<  originated  within  tha  proceeding  aix 
22  tW°    "^"if*  could       contacted.    One  of  the  two 

2«tL~ !l^0r  h**sd         A.C.T.     The  other  48  telephone 

•"^5,  d«d  1°^  •fff*  °r  "er5  not  "«i9™*  to  the  student 
iPdic*^*d  in  the  file.     Aaide  fro*  raiaing  question*  of 

on  «?,,h21!       '  'f1-  fr?*w0f  clearl?  inaccurate  legation  data 

5.    YBRT  UHU  OF  ACTOAI.  PROFTTS  ark  BBIMBSXBB  IM  »m  scsacn. 

varv  review  of  A.C.T.   financial  recorda  diacloaed  that 

»!£T.„.   *  i    of  actual  Profit*  are  reinvested   in  the  school, 
2»d2S-       "  *   racoupeent  of   any   potential    liability   in  the 
SSif^         Pr°gr**  difficult.     A*  A.C.T  a  revenuea  lncreaeed 
inybSTrtii"  thr°  WM  alao  *  correapondln, 

MrfSr2d  *%i?*fi-^h°  «f°unt«  «nd  type*  of  expenditure*.  We 
thf  ™-  detailed  analysis  of  A.C.T.  •*  cash  disbursementa  for 
diIbur^L«i  **w  y*ar*  1°  identify  lary,  and  frequent 
«d!i«i!^!^!:  ?anL  I  lhe  «*P«"«iturea  were  general  and 
?h^i2  till tiT"  r#lat*d, to  th*  operation  of  the  achool,  however, 
aJS  L2  «P?"diture*  for  what  appeared  to  be  Investment, 

ana  some  questionable  items. 

int,««.^W?-  classified  expenditures  which  appeared  to  be 
accouSS  -V?  disbursements  to  Money  Harket  accounte,  Trust 
accounts  and  Insurance  companies  for  policies  on  the  Officers' 
itl  !li  Exa*pio*  of  the*e  type*  of  disbursements  from  A.C.T. -s 
operating  accounts  are  as  followst 

On  June  21,   1988,  a  $200,000  payment  was  made  to 
the  Northern  Trust  Money  Market  asset  account. 

~~  Fron  November  3,  198?  through  October  31,  1989, 
there  were  a  total  of  12  paymente  for  $132,382  made  to 
tne  Manufacturer's  Hanover  Trust  Company  and  recorded 
in  their  accounting  records  as  a  asset. 

~"  0n  *Prii  20'  198?  there  was  a  $113,152  payment 
made  to  the  Mutual  Life  Insurance  Company  and 
accounted  for  as  accrued  profit  sharing. 

During  1987  through  1989  there  were  payments 
totaling  $220,096  nade  to  the  New  York  Life  Insurance 
company  which  were  accounted  for  aa  Insurance  on 
officers'  lives. 

In  addition  to  investments  as  described  above,  A.C.T. 
made     increased    disbursements     for    rent    and    real  estate 
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expenditures.  The  Calareso's  had  diversified  their  holding*  and 
began  leasing  building  apace  frof  their  Cal«eao  Baal  Estate 
Partnership.  Fro.  Movembar  2,  1988  through  December  8,  1989 r 
payment*  totaling  $445,200  ware  made  to  Caiareso  Raal  Estate 
Partnership  from  A.C.T. 


From  our  analyaie  of  cash  disbursements  fro*  198? 
through  1989,  there  were  other  expenditures  which  we  determined 
to  be  questionable  as  to  either  thair  propriety  or  large  amount 
without  sufficient  evidence  to  the  source  of  payment  or  nature 
of  the  expenditure.    Examples  are  as  follows t 

For  the  three  year  period  monthly  charges  to  the 
travel  account 'and  subsequent  payments  to  the  American 
Express  Company  totaled  $537,384* 

—  On  July  28,  1988  and  again  on  December  1,  1988 
there  were  payments  made  to  Sun  Bank  and  accounted  for 
as  distributions  with  little  description.  The  first 
payment  for  $220,620  was  described  as  "Sun  Bank  - 
Closing  on  K%  while  the  second  payment  for  $308,444 
was  described  as  "Sun  Bank  -  Cashiers  Check". 

~-  FroM  1987  through  1989,  there  were  numerous 
disbursements  exceeding  $600,000  in  total  from  various 
accounts  for  which  the  payee  in  the  cash  disbursements 
journal  was  listed  as  miscellaneous. 

~    During  A987,    payments   of    $98,283   were   made  to 
Caribenk  Learning  on  a  Note  payable. 

~  On  Kay  31 ,  1988  there  was  a  $100,000  disbursement 
accounted  for  as  a  distribution,  however,  there  was  no 
payee  listed  in  the  cash  disbursements  journal. 

—  On  March  4,  1987  there  were  four  payments  charged 
to  the  loans  to  stockholders  account,  however,  the 
payees  were  Crossing  at  Green  valley  for  $17,316  and 
Reflections  for  $25,490. 

On  March  24  and  December  21,  1989,  there  were  four 
payments  totaling  $84,427  accounted  for  as 
entertainment  with  the  payee  listed  as  miscellaneous. 

jfeigrfSCT  gBHaBg  LOAM  HTMBS  IM  rftRgfi  WHBRg  ffTTOMTS  BAP 
KMBBBBam  oft  ™l  CAWCBLLBP 

Our  review  and  the  program  reviews  conducted  by  the 
guarantee    agencies    disclosed    that    the  school 
tremendous  refund  liability  because  the  school  ha» 
either  not  made  or  substantially  delayed  requir^  refunds  to 
lenders  for  the  tuition  of  cancelled  or  withdrawn  students. 
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Applicable  federal  regulation*  (34  CFR  682.605,  606  and 
607),  require  that!  (1)  "A  school  ahall  have  a  fair  and 
equitable  refund  policy  under  which  the  school  shall  mefce  a 
refund  of  untamed  tuition...*;  (2)  "A  school  shall  pay  each 
refund  that  is  due  within  30  days  after  the  date  of  the 
student's  withdrawal  from  the  school...";  and  (3)  #if  the 
student  is  enrolled  in  a  prograst  of  study  by  correspondence,  the 
student's  withdrawal  date  is  normally  60  days  after  the  due  date 
of  a  required  lesson  that  the  student  failed  to  subsiit  in 
accordance  with  the  schedule  of  lessons..." 

The  school  is  required  to  refund  to  the  lender  any 
amount  of  unused  tuition  for  students  who  do  not  complete  the 
training  offered,  hr.  Chairman,  I  submit  for  the  record  a  copy 
°*  a,V*,c*T*  contract,  and  draw  your  attention  to  the  reverse 
side  of  the  form,  REFUND  POLICY  and  FAILURE  TO  COMPLETE  COURSE. 

As  confirmed  to  us  by  A.C.T.  employees,  the  school's 
longstanding  practice  was  not  to  make  refunds  within  90  days  of 
the  last  activity  date  of  the  student,  as  required,  but  rather 
to  delay  review  of  the  file  until  one  year  after  the  enrollment 
date;  and  to  then  cancel  the  student,  if  appropriate.  Under  the 
contract,  the  school  had  no  liability  for  any  refund  as  of  one 
year  from  the  date  of  enrollment,  absent  written  compilation  bv 
the  student.  7 

According  to  our  review  of  student  files  as  well  as 
testimony  you  will  hear  this  morning,  in  numerous  cases  the 
school  made  no  refund,  even  though  a  student  did  not  complete 
the  homes  study  or  in-resident  portion  of  the  training.  This 
practice  was  clearly  wrong.  Even  if  the  school  made  a  proper 
refund  after  a  years  wait,  which  we  believe  it  did  not  in  cost 
cases,  the  school  was  able  to  collect  interest  on  the  improperly 
held  money.  r    t~  i 

For  example,  in  the  case  of  Angela  Jones,  a  witness  who 
will  testify  shortly,  the  student  did  not  receive  all  of  her 
correspondence  materials  on  a  timely  basis,  and  therefore  was 
unable  to  complete  the  course  on  time. 

,t  -iA*x  evidenced  by  this  student 's  file,  the  student 
enrolled  in  September  198?,  but  completed  only  nine  of  the 
^f2ty  }f***°?*'  »en<*ing  in  the  last  lesson  on  February  26, 
1988.  Therefore,  the  school,  within  90  oays  of  receiving  the 
last  lesson,  should  have  sent  $1095  of  the  $1695  tuition  to  the 
lender  as  a  refund.  in  this  case,  the  school  made  no  refund 
whatsoever,  leaving  the  student  responsible  for  the  entire  $2625 
loan.  Moreover,  in  our  initial  review  of  a  sample  of  student 
files  at  a.c.T.,  over  40%  of  the  files  selected  revealed  that 
refunds  had  not  been  made  as  required. 

Joseph  Calareao  admitted  to  the  staff  that  A.C.T.  may 
?wr*fUwd  *lAbilit*  «  hi9h  *•  $*  million.    Others  familiar 
with  the  schools  operation  have  estimated  the  refund  liability 


ERIC 


I9i 


186 


-  10  - 


»ay  be  several  tioes  that  amount.  In  addition  to  tha  amount  of 
7Z*  4t«»if    the  school's  action*  caused  the  Department  or 

in  addition  to  not  -king  refund,  to  •tudenta  who  had 
guaranteed  student  loans,    we  also  found  example,  of  ■Jjjj'*} 
So  had  paid  cash   for  the  f«»rse  but  reived  only  partial 
refunds  t      in   the   case   of    Anne  Ma fjocco,    a    twam *   •«? ™n 
re.idina  in  Georgia,  Marrocco  enrolled  in  the  travel  scnooi  on 
Kofi?*,    1987 9    Marrocco  paid  the   $1,645   tuition   in  cash, 
computed  one-half  of  the  oortoopoodooo e  program  tJooooo^l-10). 
sending  in  her  last  lesson  on  December  11,  1987     Morocco  Jn 
to  the  school,  notifying  the  school  of  her  wish  to  wxtnuro-  ™ 
JMoSf   3     1988,   and  the   school   reimbursed  Marrocco  $«?5.00; 
oSJThe  resident  portion  of  the  course.    No  refund  was  issued 
for  the  $600.00  (one-half  of  the  correspondence  tuition).    It  is 
imporSnl  to  note  that  the  government  -  ««t.  and  federal  -  ha. 
no  way  to  assist  the  cash  paying  out  of  state  »too»ot. ™* 
Department  of  Education  and  the  guarantors  are  only  "**SMte£ 
Ke5eral  aid  recipients  and  the  State  reviews  only  the  file, 
of  Florida  students. 

As    will    be    further    described    below,    recent  program 
reviews  by  guarantee  agencies  and  A.CT.  's  accrediting  agenc ies 

reimbursed  T^^U  Kll^in  a^t  loan. 

Sif  i.  to  compute  and  .dvi.e  A-C-J ^  of.  the  a^ou »t  A-C^-ajt 
render  to  the  Department  of  Education  for  special  anowontc  «™ 
the  Department  had  to  pay  on  the  previously  unrefunded 

amount. 

|BS1  BBS  BgCUUITlOHS 

Hoolleable  federal  repletions  require  that,  to  be 
ellaible  for  a  guaranteed  .tudent  loan  in  a  proprietary  Jfhool, 
.  atudent  ».t  iave  a  high  aohool  OiploM  or  »«  •^»«At"S' 

remedial  program  prescribed  by  the  institution. 

in  the  case  of  A.C.T.,  our  investigation  revealed  that 
a.C.T.  had  procured  federal  student  loans  for  students  who  had 
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no  high  school  diploma  and  who  had  not  demonstrated  an  "ability 
to  benefit,"  as  defined  by  the  regulations, 

Mr,  Chairman,  I  offer  as  an  exhibit  to  the  record  a  copy 
of  the  school's  Personal  Qualification  and  Profile  Form.  This 
? iaL  d#8i9»«d  to  filled  out  by  the  enrollee  during  the 
visit  by  the  school's  sales  representative.  Based  on  the 
information  provided  by  the  student,  the  commissioned  salesman 
determined  if  the  applicant  has  the  ability  to  benefit , 

In  Block  II  cf  the  form,  there  are  questions  pertaining 
to  the  applicant's  education.  It  was  the  school's  longstanding 
policy  to  admit  students  who  did  not  have  a  high  school  diploma 
or  G. £ , D. ,  as  long  as  the  student  certified  that  he/she  was  in 
the  process  of  obtaining  one. 

On  the  reverse  <iide  of  the  form,  you  will  note  a  section 
to  be  completed  by  the  ales  representative,  certifying  that  the 
applicant  has  an  ability  to  benefit. 

Our  check  of  student  files  also  disclosed  that  the 
school  had  been  enrolling  students  who  did  not  possess  high 
school  diplomas  or  G£D  certificates.  Moreover  the  school,  did 
not  verify  the  claims  of  students  that  they  were  diploma  or 
certificate  holders.  Our  review  of  student  files  at  the  school 
disclosed  several  files  for  applicants  who  did  not  possess 
either  a  high  school  diploma  or  GED  certificate  at  the  time  of 
enrollment,  in  some  cases  the  forms  indicated  that  the  students 
were  in  the  process  of  completing  a  GED  and  their  expected 
completion  date  was  listed  only  as  "ASAP . *  The  Subcommittee  will 
receive  testimony  later  this  morning  regarding  those  types  of 
cases  > 

Further,  the  school  enrolled  students  based  on  the  sales 
representative's  certification  that  the  student  had  the  "ability 
to  benefit*  from  the  responses  during  the  sales  pitch  meeting. 
According  to  a  former  representative  of  A.J.T.  that  we 
interviewed,  no  written  *est  has  ever  been  used  by  the  school 
when  making  this  determination  of  an  ability  to  benefit  and 
students  without  a  demonstrated  'ability  *:o  benefit"  were  not 
offered  or  referred  to  remedial  training. 

J  5^bmit  for  the  record  a  copy  of  an  A.C.T.  student 
file.  we  have  deleted  the  identifying  information  from  the 
file.  This  student  was  enrolled  on  May  I,  1989,  paid  $10.00 
cash,  and  the  tuition  was  paid  in  full  on  June  25,  1989  from  a 
guaranteed  student  loan.  This  student  completed  seven  lessons 
according  to  the  log  maintained  in  the  file,  the  last  one  was 
received  on  August  29,  1989. 

This  student  did  not  possess  a  high  school  diploma  or 
GED,  but  the  file  indicates  she  was  in  the  process  of  completing 
such.      if    you    look   closely,    the    handwriting    in    the  blocks 
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Answering  those  questions  appears  different  frosi  the  other 
entries  on  the  fona. 

You  will  notice  as  you  look  through  the  file  that  the 
student  repeatedly  failed  the  tests,  despite  the  high  grades 
listed  on  the  school's  log  at  the  front  of  the  file.  This 
student  was  cancelled  from  the  programs  but  there  is  no 
indication  that  a  refund  was  Hade. 


The  school's  director  of  education  did  tell  the  staff 


that,  although  rare,  there  are  some  students  that  the 
instructors  feel  are  incapable  of  successfully  completing  the 
coursework.  They  are  sent  home  prior  to  completion  of  the 
in-residence  portion  of  the  training.  The  director  cited  an 
example  of  a  severely  dyslexic  person  who  was  dismissed.  The 
director,  when  asked,  said  the  field  representative  makes  the 
determination  whether  a  student  has  the  ability  to  complete  the 
program* 


A  review  of   the   initial  application  to  the  Department 


for  certification  of  the  AX.T,  Travel  School  disclosed  that  the 
application  was  dated  March  11,  198$,  and  signed  by  Joseph 
Calareso. 

On    the    application,    Calareso    answered    the  following 
question  in  the  negative: 


"Does  the  institution  admit  any  students  without  a 
high  school  diploma  or  the  recognized  equivalent 
(G,E,0.  Certificate)  for  the  purpose  of  obtaining 
a  degree  or  certificate." 

The  next  question  on  the  application  is: 

"If  yes,  does  the  institution  determine  whether 
these  students  have  the  ability  to  benefit  from 
the  education  or  training  offered?" 


And  the  next : 
"If    yes,     attach    a    copy    of    the    crite- ia  for 
determining     whether     these     students     have  the 
ability  to  benefit  from  the  training  offered." 


The    last   two   questions   are   unanswered  on   Calareso' s 
application • 


This  application  was  the  basis  for  certification  by  the 


Department  of  Education  for  A.C.T.  to  be  eligible  to  participate 
in  the  guaranteed  student  loan  program.  Despite  that 
application,  our  investigation  revealed  that  A.C*T.  did,  in 
fact,  enroll  students  who  did  not  possess  either  a  high  school 
diploma  or  G.E.D.  Certificate,  and  that  those  students  received 
guaranteed  student  loans* 
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or*OJ-«.  %  iBAW,of  the  criticism  recently  received  from 
£^f^  ^evAew  official*,  A.C.T.  he*  changed  its  policy  on 
!™^nt";  N°W'  acc°^i«9  to  Joe  Calareso,  A.cTt  only 
accept!  students  who  posses*  a  high  school  diploma  or  Ged. 

,MffrM  As  testimony  by  other  witnesses  this  morning  will 
confirm,  our  investigation  found  that  the  school's  emphasis  is 
not  centered  on  the  successfrl  completion  of  tha  program  by 
students,  but  is  focused  instead  on  procuring  new  enrollments. 

•  Mr.  Chairman,  1  would  like  to  submit  as  an  exhibit  a 
copy  of  a  memorandum  from  John  Wash,  A.C.T.  's  supervisor  over 
admissions,  or  sales,  representatives  to  all  admissions 
K^ntiVM;  ,Thi"  manio™ndum  i»  a  compilation of 
advertising  and  sales  ideas  for  the  sales  representatives  to 
use.     I  would  like  to  draw  your  attention  to  Just  a  few  items: 

8.  Drive  through  large  housing  projects  SLOWLY  with 
door  sign  on.  Best  times  are  Friday  afternoons 
and  Sunday  afternoons. 

21.  Meet    the   managers   of    low   income   and  government 
housing  apartments.    Give  group  presentation. 

37.  college  career  days  on  black  campuses. 

44.  Food  stamp  offices  -  leave  referral  cards. 

45.  welfare  offices  -  leave  referral  cards. 

Thft  Subcommit-tee  staff  also  contacted  students  who  had 

n^of f »Wn /J0"1  *-C-J*  Ke  *anted  to  learn  of  their  experiences. 
Briefly,  these  students  characterized  themselves  ns  misguided 
persons  who  had  fallen  on  hard  times.  They  were  looking  for 
ways  to  better  their  financial,  educational,  and  employment 
positions  and  now  feel  that  they  became  the  prey  of  the 
proprietary   school    industry.      Salesmen   presented   a  glorified 

K5??nL?H  th®  Ufe  that  they  w>u"  lead  after  attending  A.C.T. 
Additionally,  they  were  told  that  the  Government  would  back  them 
financially  in  this  "wonderful,-  life-changing  endeavor.  These 
students  have  experienced  an  outcome  to  their  story  quite 
?h£„  i      k  wh*  0m?  P°rt«yed  by  the  sales  representative - 

Hi?!  substantial  student  loans  to  repay,  the  threat  of 

defaulting  on  their  loan,  and  no  educational  benefit  to  present 
to  society  or  the  labor  force.  We  do  not  believe  these  students 
to  be  the  exceptions. 

The  Staff  also  contacted  *  number  of  A.C.T.  graduates  to 
find  out  about  their  experiences  with  the  school  and  to  be  sure 
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the  responses  we  were  getting  were  fro*  a  representative  sample 
of  the  entire  student  population.  Graduates'  opinions  of  the 
school  varied  from  one  extreme  to  the  other*  Some  of  these 
students  were  appropriately  employed  in  the  industry  for  which 
A*C.T.  had  trained  them;  others  said  they  were  unable  to  find 
such  jobs.  Some  graduates  said  A,C.T,  had  truthfully  portrayed 
itself;  others  disagreed. 

Our  review  of  the  school's  actual  operations  also 
suggests  a  lack  of  emphasis  on  training  and  education.  The 
courses  offered  by  the  school  are  combination  home-study  and 
in-residence.  Correspondence  lessons  are  graded  and  returned  to 
students  by  telephone  receptionists,  not  instructors.  As  a 
former  student  will  testify  today,  those  who  call  in  with 
questions  concerning  course  work  were  not  counselled  by 
instructors ,  but  told  to  answer  the  questions  to  the  best  of 
their  ability.  For  both  schools,  there  are  only  twenty  three 
employees  listed  as  instructors.  By  contrast,  the  schools 
employ  approximately  109  commissioned  sales  representatives , 

Moreover,  the  operations  of  the  student  financial  aid 
section  are  quite  sophisticated,  with  over  seventy  employees 
processing  scores  of  new  loan  applications  per  day. 

The  financial  aid  office  is  divided  into  ten  sections, 
each  having  a  specific  duty  to  perform.  A  current  employee  of 
the  school  told  the  staff  that,  on  an  average  day,  up  to  100 
loan  applications  are  completed  and  sent  to  enrollees.  Loan 
counselors  receive  information  from  students  by  telephone, 
complete  the  loan  forms  which  are  then  mailed  to  the  student  for 
signature.  Today,  students  receive  applications  for  both 
Stafford  and  Supplemental  Loans,  already  completed  by  school 
employees,  to  sign  and  return  to  the  school. 

During  the  staff's  visit  to  the  school  in  January,  we 
were  also  told  about  several  contests  that  have  been  held  in  the 
financial  aid  section.  Employees  are  rewarded  with  prices  for 
the  highest  number  of  loan  applications  processed  during  the 
contest  period, 

Receptionists  are  also  rewarded  for  handling  the  highest 
number  of  telephone  calls,  and  sales  representatives  participate 
in  ongoing  contests  for  the  highest  number  of  students 
enrolled.  Ho  one  we  spoke  with  was  aware  of  any  contests  held 
among  the  instructional  staff  or  the  placement  office  staff. 

Finally,  our  review  of  A.C.T.  financial  records  revealed 
that  training  and  education  expenses  were  dwarfed  by  advertising 
and  sales  costs.  Our  analysis  of  corporation  expenses  during  the 
period  1966-1989  revealed  that  in  FY  1986  instructors  salaries 
were  $72,253  or  1.3%  of  revenues  and  advertising  was  $334,583  or 
7.01  of  revenues.  For  1988,  Instructors  salaries  increased  to 
$468,079,  representing  1.4%  of  revenues.  During  the  same  year, 
Advertising   increased   to   $11,004,410   which   was   a  significant 
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33,8  %  of  revenues.  Classroom  materials  for  FY  1986  were  41  of 
revenues  and  decreased  to  .31  of  revenues  in  1989.     In  FY  1986 

5  f?JIft!«nS«ai?5y  cat**orY  tor  Admission  Representatives  which 
tolled  $5, 935,746  or  17,2%  of  revenues  in  1989. 

**„h„  rIn  1<V  ¥£°J?r  1989  "vi**  of  A.C.T.,  the  National  Home 
Study  Council  (NHSC)  found  that  course  materials  were  -too 
*  ,to  •xp^ct  9«duates  to  be  prepared  for  aor^  than  an 
entry  level  position-  and  that  -the  home  study  portion  of  the 
courses  seems  to  have  minimal  educational  services.-  In 
responding  to  the  msc  finding  that  only  a  small  percentage  of 
students  graduate,  Joseph  Calareao  attributed  this  to  the  high 
cost  of  the  residential  program,  and  not  to  any  deficiencies  in 
training.  Calareso  told  the  NHSc  "...realistically,  graduation 
rateswiil  only  improve  if  students  can  access  additional  forms 
of  student  assistance,  such  as  a  Pell  grant  or  an  institutional 
loan. " 

9t  Of  OVERSIGHT g    TOO  LITTLK,  mn  tat^ 

Our  investigation  revealed  that,  at  every  level  in  the 
system,  there  was  inadequate  oversight  of  A.C.T. 'a  participation 
in  federal  student  loan  programs. 

where  there  has  been  oversight  it  has  come  very  late  in 
the  game,  after  millions  of  dollars  in  federally  backed  loans 
have  been  issued  to  A.C.T.  students. 

m!u^??MEWT  °F  EPIOTION'S  RKVTKW  OF  THE  SCHOOL  WAS 

In  January,  we  visited  the  U.S.  Department  of  Education 
Region  IV  in  Atlanta,  Georgia,  the  office  having  jurisdiction 
over  schools  in  Florida.  We  found  that  Region  IV  had  conducted 
a  program  review  of  A.C.T.  in  October,  1988.  We  have  submitted 
a  copy  of  that  review  for  the  record.  As  you  can  see,  the 
Department  made  only  minor  findings  during  that  program  review, 
we  believe  the  testimony  from  a  former  A.C.T.  employee  this 
morning  will  explain,  to  some  degree,  why  only  a  few,  relatively 
minor  problems  were  detected. 

In  looking  at  the  October,  1988,  program  review 
conducted  by  Region  IV,  the  Staff  again  visited  Regional 
headquarters  in  Atlanta  to  discuss  methods  of  review  and 
findings  at  A.C.T.  interviews  there  disclosed  that  the  program 
review  officer,  while  a  seasoned  employee  with  an  extensive 
background  in  education,  had  never  reviewed  a  correspondence 
school  and  was  unfamiliar  with  the  requirements  fitting  the 
institution's  student  financial  aid  eligibility  at  the  time  of 
the  A.C.T.  review.  Officials  noted  that  at  the  time  of  the  1988 
review  no  one  in  the  Institutional  Review  section  of  the 
Regional  Office  had  ever  reviewed  a  correspondence  school.  The 
reviewer  admitted  not  knowing  how  to  address  the  school's 
default   or   withdrawal    rates,    that   she  did   not   hand-pick  the 
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student  files  reviewed,  that  she  did  not  interview  student*  or 
faculty,  and  that  she  did  not  report  what  she  considered 
inadequacies  in  the  academic  environment.  neither  did  she 
report  her  suspicions  related  to  the  extnmsely  high  increase  in 
enrollment  over  just  a  year's  time  and  the  extreswly  high 
percentage  of  students  receiving  federal  student  loans. 
Further,  the  program  review  did  not  disclose  serious  questions 
regarding  the  eligibility  of  the  secretarial  school. 

At  this  point  1  want  to  point  out  that  the  Department  *  s 
response  to  our  initial  request  for  the  program  reviewer's 
school  file  underscores  some  of  the  criticisms  we  had  heard 
about  miscommunication,  poor  management,  and  lack  of  adequate 
data  within  the  Department «  We  requested  the  Department's 
regional  file  on  A.C.T.  on  January  9,  1990*  After  a  week,  we 
called  the  regional  office  and  were  told  the  staff  there  could 
not  locate  the  file.  Finally,  on  February  12,  1990,  the 
regional  office  located  the  file  and  provided  a  copy  to  the 
Subcommittee. 

I  would  also  point  out  that  while  the  Region  IV  review 
in  1988  did  find  some  minor  irregularities  in  A.C.T.  operations, 
Joseph  Calareso,  in  responding  to  subsequent  adverse  findings  by 
the  National  Home  Study  Council,  described  the  Region  IV  review 
as  "an  extremely  favorable  report." 

OVERSIGHT  FROM  GUARANTORS  OF  LOANS  BETTER.  BUT  SOME  ARB  HESITANT 
TO  TAKE  ACTION 

Of  the  20  guarantee  agencies  that  we  contacted,  15  had 
guaranteed  loans  to  A.C.T.  students.  Of  those,  only  four  - 
Florida,  Higher  Education  Assistance  Foundation,  Philadephia 
Higher  Education  Assistance  Authority,  and  Massachusetts  -  had 
accomplished  program  reviews  of  the  corporation's  two  schools, 
one  occurring  in  1988  and  the  remainder  in  1989. 

Collectively,  the  guarantee  agencies  have  found* 

*  There  is  a  severely  impaired  capability  for 
administration  of  Title  IV  funds  (Pennsylvania) 

*  Lack  of  proper  refunds  due  withdrawn  students 
(refunds  due  to  students  within  30  days  of  withdrawal,  or  at  the 
point  a  student's  status  is  less  than  half-time  status) 
(Pennsylvania,  Massachusetts,  Florida,  HEAF) 

*  Inadequate  monitoring  of  enrollment  status  (At  least 
half-time  enrollment  status  is  required  for  receiving  Stafford 
Loan.)  (Pennsylvania,  Massachusetts ,  Florida) 

*  Ineligible  program  by  correspondence  (One-year 
allowance  period  for  completion  of  300  hours  does  not  meet  the 
required  12  hours  of  preparation  per  week  over  each  12-week 
period.)  (Pennsylvania,  Massachusetts,  Florida) 
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*  Ability-to-henefit         requirements         not  met 
(Pennsylvania,  Massachusetts,  Florida,  KSAF) 

*  Satisfactory  progress  policy  not  enforced  and/or  is 
inadequate  (Pennsylvania,  Massachusetts,  Florida,  HBAF) 

*  Lack    of    needs    analysis    verification    of    30%  of 
student    loans  processed  (Pennsylvania,  Massachusetts,  Florida, 

HEAF } 

Improper    system    for    needs    analysis  requirement 
{Pennsylvania,  Florida,  HEAP)  ^ 

*  Dependency  status  not  documented  properly  (REAP) 

*  Program     changes     not     approved     by  appropriate 
officials    (Massachusetts)  r 

*  Incorrect  loan  term  dates  (Pennsylvania) 

*  Students'  loan  proceeds  improperly  credited  to  their 
accounts  (Pennsylvania) 

*e  v  ,  •Incorrect  certification  of  Stafford  Loan  application 
{School  official  certified  the  application  as  true  and  correct 
when  there  was  no  documentation  to  support  certain  criteria.) 
(Pennsylvania) 

*  r  i  \  FftiIure  to  obtain  certification  statement  of  prior 
defaults  in  Title  XV  programs  (Pennsylvania,  Florida,  HBAF) 

*  Lack  of  ability  to  determine  enrollment  status 
(Pennsylvania) 

*  Out-of-school  notification  to  lenders  or  guarantors, 
for  repayment  plan  purposes,  not  being  practiced  (Pennsylvania, 
Massachusetts,  Florida) 

*  Improper  loan  certification  for  non-approved  courses 
of  study  (Pennsylvania,  Massachusetts) 

*  No  schedule  for  submission  of  lessons 
(Massachusetts,  HEAF) 

*  Excess  proceeds  retained  without  written 
authorisation  (Pennsylvania,  Massachusetts,  Florida) 

*  Improper  determination  of  student  cost  of  attendance 
budgets  (Massachusetts ) 

.  Mt  *  Certification  of  applications  for  participation  in 
tne  PLUS  Loan  and  Supplemental  Loan  to  Students  program,  which 
had  been  denied  the  school  by  the  Secretary  (Massachusetts) 
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*  Excessive  withdrawal  rate  {above  33%)  ( Pennsylvania , 

Florida) 

*  Excessive  default  rate  of  more  than  20%  (Florida) 

*  Loans     not     disbursed     in     multiple  installments 
(Florida) 

*  Incorrect    reporting   of    loan   periods    and  expected 
family  contribution  (Pennsylvania,  Florida) 


*  Failure    to    obtain    Selective    Service  Registration 
compliance  statements  (Florida) 

*  Use    of    commissioned    salespersons    to    promote  the 
availability  of  Title  XV  loan  programs  (Florida) 

*  Misrepresentation    of    U.S.    Department    of  Education 
regulations  (HEAF) 


Following  the   1989  audits  by  the  previously  mentioned 


guarantee  agencies,  Joseph  Calareso  told  us  that  he  "shut  down 
the  financial  aid  operation  for  two  weeks  and  revamped 
everything."  He  says  he  has  since  hired  two  consultants,  who 
are  "experts  in  Title  iv  programs,"  one  of  whom  was  previously 
with  the  NNSC*  Calareso  said  he  took  this  action  to  get  his 
operation  in  line  with  the  regulations. 


As   we   pointed   out    in   last  week ' s   testimony,  certain 


guarantors  are  hesitant  to  "pull  the  plug-  on  a  school, 
especially  if  the  school  has  substantial  liabilities  to  the 
guarantor.  If  .the  guarantor  is  too  harsh  with  the  school,  the 
guarantor  may  never  recoup  the  money  it  has  identified  as  owed. 
So,  it  seems  there  is  an  incentive  to  keep  the  school  in 
operation  and  permit  it  to  continue  to  participate  in  the 
federal  aid  programs,  so  the  agency  can  get  its  money  back. 


In   the  case  of   A.C.T. ,   despite   the  adverse  findings 


listed  above  only  two  guarantee  agencies  have  begun  "emergency 
action  procedures"  to  suspend  guaranteeing  additional  loans  to 
A.C.T.  students.  A.C.T.  continues  to  receive  guaranteed  loans 
through  other  agencies* 


One    guarantee    agency    expressed    concern    about  our 


investigation,  fearing  the  subcommittee's  inquiry  would  spur  on 
harsher  action  against  A.C.T.  than  it  would  have  received  were 
we  not  involved.  , 


Failure  to  perform  exit  counseling  (Florida) 


Unexecuted  enrollment  agreement  (Florida) 
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OVERSIGHT  BY  THE  STATE t     A  DIFFERENT  RQLB 

As  we  reported  in  last  week's  testimony,  state  licensing 
boards  license  and  review  schools  based  on  their  jurisdiction  as 
identified  by  State  law;  they  do  not  conduct  oversight  on  the 
school  based  on  federal  financial  aid  regulations. 

In  the  case  of  A.C#T.,  the  Florida  guarantee  agency 
notified  the  State  licensing  board  of  the  agency's  adverse 
prograa  review  findings,  and  the  State  launched  an  independent 
investigation  of  the  school  to  determine  if  the  school  was 
operating  within  the  bounds  of  State  law.  Today,  the  school's 
license  is  "under  review"  by  the  state  pending  the  results  of 
the  investigation.  The  State  is,  among  other  things, 
investigating  the  courses*  length,  because  the  school  had 
increased  the  clock  hours  of  both  courses  without  the  Board's 
approval.  Moreover,  the  school  is  scheduled  to  reconstruct  loans 
guaranteed  by  Florida,  and  to  make  refunds  to  the  guarantee 
agency. 

INDEPENDENT  NON-FEDERAL  AUDIT  REVEALS  MOTH TNG  WflpMa 


The  corporation  was  audited  by  the  CPA  firm  Barton  and 


Gordon  of  Jacksonville,  FL,  in  June  1988.  On  January  18,  1989, 
the  firm  reported * 

"We  have  performed  the  audit  tests  required  by  the 
Student  Financial  Assistance  Programs,  Audit  Guide, 
issued  by  the  U.S.  Department  of  Education,  Office  of 
Inspector  General,  Office  of  Audit,  dated  Kay  1988  as 
they  relate  to  the  Stafford  Loan  Program  of  American 
Career  Training  Corporation  for  the  period  from  July 
1,  1986  to  June  30,  1988.- 

"In  our  opinion,  the  institution  administered  the 
Stafford  Loan  Program  in  compliance,  in  all  material 
respects,  with  laws  and  regulations.* 

Hr.  Chairman,  David  Barton  personally  conducted  this 
required  non-federal  audit.  A  subsidiary  of  Mr,  Barton's  CPA 
firm,  JV  and  Associates,  which  is  co-located  in  Jacksonville,  is 
the  consulting  firm  that  helped  establish  the  A.C.T.  financial 
aid  office.  Given  that  fact  as  well  as  well  as  our  findings  and 
those  of  the  guarantee  agencies,  we  question  the  independence 
and  the  quality  of  the  audit. 

ACCREDITING  BODY .REVIEWS  OPERATION  EVERY  FIVE  YEARS  $  "A.C.T,  IS 
MOT  THE  SAME  SCHOOL  TODAY  THAT  WE  VISITED  IN  1984- 

The  National  Home  Study  Council  accredited  the  A.C.T. 
travel  school  in  1985.  A  copy  of  the  NHSC  Chairman's  report  is 
offered  as  an  exhibit  to  the  record. 
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Since  NHSC  is  a  non -government  body,  it  sets  its  own 
rules  on  reviews  and  reaccreditation,  requiring  then  only  once 
every  five  years,  Xn  a  required  update,  completed  in  January, 
1990,  of  the  original  accreditation  of  A.C.T.,  the  Accrediting 
Commission  of  the  National  Home  Study  Council  deferred  action  on 
A.C.T.  a  application  for  re-accreditation.  A  copy  of  the  HHSC 
Chairman*  report  is  also  submitted  for  the  record.  The 
Commission  decided  that  A.C.T.  needs  time  "to  achieve  successful 
experience  with  its  announced  and  recently  implemented  changes 
and  to  verify  compliance  with  the  stipulations  for  continuing 
accreditation*  listed  in  its  January  18,  1990  letter  to  the 
school's  president,  Joseph  Calareso.  In  this  same  letter,  the 
Commission's  Executive  Secretary,  William  A.  Fowler,  said  that 
they  were  "deeply  concerned  about  the  continuance  [of  A.C.T. ]  as 
a  successful ,  viable  institution  operating  within  the  letter  and 
spirit  of  the  (NHSC's  Business]  Standards." 

The  Commission's  decision  to  defer  A.C.T.'a  application 
for  re-accreditation  was  based  on  an  examination  report,  the 
school's  response  to  that  report,  and  other  relevant  documents 
and  materials.  Among,  the  major  findings  cited  in  these  various 
sources  ares 

—  701  of  those  who  enroll  in  A.C.T.'s  Travel  and 
Secretarial  Courses  qualify  for  Federal  aid  and  begin  the 
course; 

—  501-551  of  those  enrolling  complete  the  home  study 
portion  of  the  programs  and  about  20%  come  to  resident  training; 

»  only  201  of  those  enrolling  actually  graduate; 

a  very  significant  contingent  liability,  not 
reflected  on  A.C.T.  s  balance  sheet,  exists  for  the  school 
because  of  its  heavy  (95-100%)  reliance  on  Federal  financial 
aid.  A.C.T.  treats  guaranteed  student  loan  proceeds  as  revenue, 
with  no  reserves  established  per  HHSC  Business  Standards. 
Therefore,  the  school's  financial  statement  declaration  of  a 
$3.4  million  profit  could  instead  actually  entail  an  actual  loss 
of  a  like  axiount,  particularly  in  view  of  the  low  percentage  of 
students  completing  the  programs; 

~  A.C.T.'s  financial  statements  fail  to  demonstrate 
that  refunds  are  being  made  on  a  timely  basis,  in  accordance 
with  NHSC  Business  Standards  and  U.S.  Department  of  Education 
rules; 

~  A.C.T.  s  tuition  structure  and  fees  are  not  fairly 
distributed  for  each  portion  —  i.e.,  home  study  and  resident  — 
of  the  courses,  as  recommended  per  Coemtission  policy.  Tuition 
fee  ratios  presented  to  the  Commission  by  A.C.T.  in  its 
September,  1985  Progress  Report  called  for  allocating  at  least 
33%  of  the  total  amount  to  the  resident  training  component  of 
each  combination  course.     According  to  the  Commission's  recent 
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Bj^ining  Coa»itt«i  Report,  only  9%  of  the  current  tuition  fee 

*"<JS f°rs  !?•     r"idant    training  component. 
thr  .oiri*  £? VSc?  «f"int  *nd  loadin9"  Of  tuition  a.  violating 
3£J£ *      of  NHSC  BuiiMu   Standard.,    since   it  obligates  I 

or  «re  JSLTJ??  °f  ?arly  $2'000  for  havin«  completed 'only  n 
SL^EL*  "1  y  assf9^nts.  To  be  employable,  according  to 
™S  S^V%f  *  "!Ud*nt  "UBt  co«Plet«  the7  resident  training 
incuSiJ  Mhi>  ,trV,B,lnfl*  ther«  little  to  show  for  the  debt 
the  fatJ'  ♦  hI5*  •}Sni,fnAsC-nf-  °f  thil  problaB  i9  underscored  by 
SiJS  portion"^  th°e  c°ofurieC-T-   "tUd*nt'  aCtUa11*  *"-d  th« 

numerou.""in^»n^nBli",,i0n  *X,?minin9  Committee  Report  cites 
n^f? 5???  instances  where  A.C.T.  advertising  and  promotion 
£k  •  ftJnd-ri-  to  comply  with  either  NHSC  Business  8t«5SS  S 
SLi  2  of  Accreditation.  For  example,  the  training 
nu^,,.U"fd  th°    mc*°°1'*  representatives  contains 

"EtoSSL^tT"  r6fa"in9  to  NHSC  accreditation  and  to 
endorsements  that  appear  to  have  no  factual  basis. 

Mnam„      Accreditation    by    a    nationally    recognised  accreditino 

p2?SiDi8teaineT{,irement  f0r.*  ^tsecondary  institution  tl 
participate  in  the  guaranteed  student  loan  program  bv  the 
Department  of  Education.     A.C.T.   is  accredited  by  thT  Na?ioial 

fSV'S?  SEVRES  ^iCh   reCeiVSd    lar«e   P^n"  f rol 
h«  n«!    „  i       accreditation.     A.C.T. ' s  membership   fee.  for 
the  past  three  years  were  $28,233   for   1987,    $32,777   for  1988 
and  increased  to  $39,422  for  1989.  ' 

Ma»fAn.iTl!!Lf*?!f.i  1448  reviewed  the  files  maintained  by  the 
I  C  ?  The^HSC "SfiSX"  k™1"1",*  t0  the  accreditation  of 
ACT      I.    it  .  iS  "h°f  *e  intervieved  maintained  that 

StSll  lS!"   t0day'    "iS   n0t   thS  "me  institution»  it 

^^^m^Q^^lMQEimiQii^ N   initial  APPT.TrxTTn^g  FrR 

th*  r,,™^!,^!,  P°»t»ocondary  institution  participating  in 
firnt  cZif^r\^{GSL)  P™*"*'   the  institution  must 

certlfi?d    bv    Department    of    Education    as    to  its 
financial    responsibility.      A.C.T.    submitted   their  Application 

narcn  ii,  i?85,  signed  by  Joesph  Calareso. 


*t»*m~**£lVPn  "ith  the  °PP]ication»  Calareso  submitted  a 
nlflST  1  ^LRe^enueKand  Ret*ined  Earnings  for  the  twelve  month 

first!     c^A^^    ?'  .  1984'    P^P"ed    ^    Pannell  ^ 
Forater,   CP. A.  s  as  part  o£   a  Review  Report.     The  statement 
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indicated  that  A.C.T.  had  a  $152,466  net  operating  profit  before 
income  taxes  for  1984.  Bated  on  this  information,  the 
Department  certified  A.CT.  at  financially  responsible  and 
A.C.T.  began  participation  in  the  federal  student  loan  program 
in  May  1985. 

Our  review  of  financial  records  produced  by  Calareso 
pursuant  to  Subcoswittee  subpoena  disclosed  that  during  1984, 
A.C.T  also  employed  another  public  accountinq  firm  to  prepare 
monthly  Statements  of  Revenue  and  Expenses.  Pollak,  Koross, 
Heiss  &  Associates  P.A.'s  prepared  the  statements  as  part  of 
monthly  Compilation  Reports  for  A.C.T.  The  aggregate  totals  for 
1984  from  the  monthly  statements  reflected  A.C.T.  as  having  a 
($21,468)  net  operating  loss  before  income  taxes  for  1984.  The 
discrepancy  between  the  two  different  net  figures  for  15*84  could 
not  be  readily  determined  through  our  analysis  of  the  records 
provided.  However,  the  information  provided  to  the  Department 
by  A.C>T.  as  to  their  financial  responsibility  was  considerably 
more  favorable  in  reflecting  A.C.T.  as  a  profitable  entity. 

Department  officials  advised  that  if  the  financial  data 
submitted  to  the  Department  in  1985  was  false,  the  Department 
would  have  sufficient  cause  to  determine  that  the  certification 
itself  was  invalid.  If  that  is  the  case,  any  guaranteed  student 
loans  made  under  the  authority  of  that  certification  would  be 
the  ultimate  responsibility  of  the  school  itself. 

In  September  1987,  the  HART  School  for  Professional 
Secretaries  was  certified  and  determined  eligible  by  the 
Department  of  Education  to  participate  in  the  guaranteed  student 
loan  program.  This  determination  was  based  solely  on  an 
application  made  by  Mr.  Joseph  Calareso,  in  which  he  informed 
the  Department  that  the  course  was  accredited  by  the  National 
Home  Study  Council.  In  the  application,  Calareso  certified  the 
school's  clock  hours  to  be t 

correspondence:  279  hours 
in  residence:        120  hours 

Because  the  course  was  reportedly  accredited  by  the 
National  Home  Study  Council  and  the  clock  hours  were  over  300 
total,  the  program  was  approved  for  participation. 

In  reality,  the  full  course  had  not  been  accredited  when 
Calareso  made  his  application  to  the  Department.  In  fact,  the 
in-residence  training  site  was  not  approved  by  the  National  Home 
Study  Council  until  January,  1989. 

Our  investigation  revealed  that  while  the  Hart  program 
was  in  its  early  stages  of  operatio  .,  officials  at  A.C.T.  may 
have  wrongfully  obtained  federal  financial  aid  for  those 
students  by  misrepresenting  that  the  program  was  fully 
accredited  to  the  Department  of  Education.  Correspondence 
between  the  school  and  NHSC  show  that  NHSC  had  accredited  a  only 


204 


199 


23  - 
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i>«u«  of  obtainino  f«d.r«l  fini^-i  /J**  whAch  *<*<**•»■«■  the 
HART     pram™     oSSrSii^f/rt  "i      £or  «tudent»  under  the 

SS^f^*  Ma's?  a? 

June    ll^fwTi  'iS&rS?  accredi""9  had  approved  on 

ACT  •«    n„n         secretarial    courts,    but    was    not    aware  of 

JhS&or.  SiS  no?addre.r.e,,iitde1nt<rr,ti0n    °f    th«  «3 
279    hourVfor   th«    hi    ♦  i"  it8  letter  of  recognition.  The 
qualii!ed   A fSfr     for  Zdlf  ^"1°"  ,!,l0ne    WOUld  not 
National    Home   Stud?    CoScU  no "1  AcCor(,i"9    to  the 

Education  has  ever  con?^ted '  NH«?r  ^  the   ^rtment  of 

accreditation.  cont«cted  NHSC  to  attempt  to  verify  HART 'a 

HART  wi^w'tJ'thl'.SlSi^1"  i0anS  f°r  StUdentS  in  the 
and   prior   to   h.viiin   ilf  hk       ft'Jlon  program  being  accredited 

requiPrienta  for  «id9  Cl°Ck    h°Ur"    t0  ^eligibility 

haoov    tHZ'*nCihJLirman'   that  conc^des  our  findings.     We  would  be 

tSBSL£it£rSS  haavey  que8tions  you  or  other  — °" t£ 
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WCTmomr  or 
AKDRSA  ltw  inutxns-vKST 
befom  ras 

WITBD  STATES  SJDUT1  PMJUWOrr  StJBCOKMITTEK  Q*  IKVBSTIUATIOHS 

February  26,  1990 

Good  morning,  Xr.  Chairman  and  membera  of  the  Subcommittee. 
**   P*«"«   to   be  here   this   itoming   to   testify   regarding  sty 
experience  aa   a  student  at  the  American  Camr  Training  travel 
achool  in  pompano  Beach,  Florida. 

~  _  Andrea  Lynn  Karri tta-vaat,  and  X  an  a  reaidant 

of  Haw  Smyrna  Beach*;  Florida.  I  am  26  yaara  of  age,  and  I  work  aa 
a  training  specialist  with  ProSync,  a  profaaaional  training  and 
management  conaulting  fim,  a  poaition  I  hava  held  ainca  February, 

,UnHX  l987'  1  *ork*d  for  GatesHKcDonald,  a  subsidiary  of 
Nationwide  Insurance,  in  the  Targetted  Job  Tax  Credit  Divieion  in 
Columbus,  Ohio.  In  June,  198?,  I  moved  to  Orlando,  Florida,  and 
worked  at  High  Point  World  Retort,  until  I  waa  laid  off  in 
September,  1987,  at  the  end  of  the  season.  In  August,  1987,  I  saw 
an  advert iaament  in  the  local  newspaper  about  the  A.C.T.  Travel 
School.  I  called  the  achool 'a  toll-free  number  and  inquired  about 
their  coursea.  The  achool 'a  local  representative,  Michael  Stewart 
of  Daytona,  called  me  end  wanted  to  viait  to  tell  me  about  the 
achool,  but  l  declined. 

In  September,  1987,  when  I  was  laid-off  from  High  Point,  I 
moved  to  Melbourne,  Florida,  and  waa  unemployed.  I  had  no  income 
and  fell  upon  rough  tinea,  living  with  frienda  off  and  on.  I 
applied  for  unemployment  compenaation  in  Melbourne,  Florida,  while 
at  the  unemployment  office,  I  observed  a  "take-one"  display, 
advertising  for  the  A.C.T.  Travel  School.  X  took  one  of  the  cards 
and  caiA?d  *th#  ■chocl  *$*in-  Shortly  thereafter,  in  November, 
1991,  Mike  Stewart,  that  A.C.T.  repreaentative,  called  jse.  I  told 
him  that  I  did  not  have  any  income  and  that  I  was  really  having 
**rd  tim***  financially,  and  that  I  did  not  think  I  could 
afford  to  take  the  travel  courae.  I  did  not  want  to  waste  his 
time,  but  he  insisted  on  talking  wAth  **  about  the  courae  anyway. 
He  drove  from  Daytona  to  Melbourne  to  apeak  with  me,  a  distance  of 
approximately  100  miles. 

We  met  in  a  friend  i  apartment.  Mentally,  I  waa  at  the  end 
of  my  rope.  Mike  Stewart  told  me  that  this  school  would  qualify  me 
for  an  entry  position  in  the  travel  induatry,  atarting  at 
approximately  $8.00  per  hour;  more  if  I  got  a  job  with  a  major 
airline.  He  showed  me  brochures  of  beautiful,  faraway  places  and 
told  me  that  travel  agenta  visit  these  placea  free  of  charge  on 
•familiarisation  tripa.-  He  quickly  gained  my  trust,  what  he  was 
describing  was  paradise  compared  to  what  X  was  experiencing  at  the 
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tloe.  Stewart  told  »e  that  the  school  had  a  very  high  placement 
rate  for  it»  graduates,  and  that  major  travel  agencies  and  airlines 
visited  the  school  to  recruit  students*  He  told  me  that  1  could 
complete  the  course  in  under  six  months  end  be  a  travel  agent. 

1  was  concerned  about  paying  for  the  course.  I  told 
Stewart  that  z  could  not  afford  the  tuition.  Stewart  told  me  not 
to  worry,  saying,  "I  can  get  it  financed  for  you."  Since  X  was 
receiving  unemployment  checks,  I  asked  if  X  could  set  up  a  cash 
pay-sent  plan.  He  talked  me  out  of  this  idea  and  told  me  it  would 
be  easiest  if  X  financed  the  tuition  through  the  school.  X  told 
him  X  only  had  a  J,C,  Penney1*  credit  card,  and  he  said,  "Don't 
worry,  it  s  a  guaranteed  loan,"  leaving  me  with  the  impression  that 
X  was  guaranteed  to  get  the  loan.  I  was  never  told  this  was  a 
Federally  guaranteed  loan;  X  thought  the  school  was  loaning  me  the 
money.  On  top  of  the  tuition,  he  told  me  the  school  would  send  me 
a  check  for  $600  to  $800  that  X  could  cash  and  use,  X  was  sold.  X 
knew  X  would  have  to  pay  the  money  back,  but  he  told  me  X  wouldn't 
have  to  pay  anything  until  six  months  after  graduation  and  after  I 
was  gainfully  employed. 

Mike  Stewart  then  asked  me  several  questions,  and  X  filled 
out  a  questionnaire  about  myself.  X  gave  him  a  photograph  of 
myself  that  he  said  would  be  placed  in  my  file  at  the  school,  so 
the  recruiters  from  travel  agencies  could  review  my  academic  file 
and  see  whom  they  were  hiring.  While  X  was  filling  out  the 
questionnaire,  he  was  asking  me  questions  about  how  much  money  X 
had  made  the  year  before,  and  the  names  of  family  members  and 
friends.  He  was  filling  out  another  form  while  he  was  asking  me 
these  questions.  He  knew  that  X  was  unemployed,  and  X  told  him  I 
had  made  about  $12 , 000. 00  the  year  before.  X  gave  him  $25.00  for 
the  registration  fee. 

Since  there  was  no  telephone  in  the  apartment  that  we  were 
in,  we  walked  to  the  pay  telephone  outside.  Stewart  called  the 
school  and  spoke  with  someone  for  several  minutes.  X  assumed  they 
were  talking  about  my  application.  In  a  few  minutes,  he  called  me 
over  to  the  phone,  and  X  spoke  with  a  woman  who  asked  me  if  X  had 
paid  $25,00  to  Kike,  X  told  her  X  had.  She  did  not  ask  me  very 
many  questions,  just  if  X  had  received  any  money  from  my  family,  X 
told  her  X  had  not.  X  really  iid  not  know  why  she  was  asking  these 
questions.  She  did  not  explain  that  X  was  giving  her  information 
for  the  loan.  She  told  me  that  in  a  few  days  she  would  send  me 
some  forms  and  told  me  to  sign  the  forms  in  the  highlighted  areas, 
and  to  return  the  forms  to  the  school . 

Mike  congratulated  me  about  signing  up  for  the  school  and 
left  me  with  the  first  three  lessons  to  do.  X  did  all  of  the 
lessons  that  night.  X  was  struck  about  how  simple  these  lessons 
were.  X  actually  read  the  books,  but  knew  that  X  could  easily  just 
fill  out  the  answer  sheets  without  studying  first.  X  mailed  the 
lessons  in  to  the  school  for  grading. 

Within  a  week  of  signing  up  for  the  course,  X  received  some 
forms  with  a  couple  of  highlighted  areas  that  needed  my  signature. 
X  signed  the  forms  and  mailed  them  back  to  the  school.     X  did  not 
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Jwd  f5rMf  end  X  do  not  recall  ever  receiving  a  copy  of  those 
torn*  back  from  the  school.  Further,  I  do  not  recall  aver 
receiving  *  copy  of  the  font  that  Mike  Stewart  and  X  1 11  lad  out 
tha  day  X  enrolled. 

X  received  tha  aecond  set  of  lassons  (lessons  4-7)  in  a 
few  weeks,  x  compiated  all  four  lessons  in  one  week.  Xt  took  me  a 
littla  longer  to  do  thaaa  lessons,  bacauaa  tha  atudant  is  required 
to   memorise    codes    that    ara    used    in    tha    airline    and  travel 


industry.  Still,  x  mi  .truck  at  how  easy  tha  lessons  were.  I 
Mi  lad  tha  iessone  to  tha  school . 

.  ,  1  racaivad  a  check  for  approximately  $2,550.00  froai  tha 
school,  with  instructions  to  andoraa  tha  hack  of  tha  check  and 
return  it  to  tha  school.    X  did  ao. 

Because  X  was  concerned  about  the  eaae  with  which  1  waa 
completing  the  work,  in  December,  1987,  i  decided  to  call  a  traval 
agency  in  Melbourne  about  getting  a  job,  and  to  see  if  anyone  had 
heard  of  the  A.C.T.  traval  school.  That  day,  X  ended  up  calling 
:°Sr^orwfiv#  trtvaI  agents  in  Melbourne.  They  had  all  heard  of 
A.C.T. ,  but  none  of  them  had  anything  poaitive  to  tell  me  about  the 
1  t2ld'  *A'C-T*  tmfca»  anybody  that  walks  in  off  the 
street,  and,  "A.C.T.  graduates  don't  know  how  to  work  in  an  office 
environment,-  and,  -All  A.C.T.  will  teach  you  are  the  travel 
codes."  i  asked  them  all  about  the  starting  salary.  I  was  told 
that  X  could  start,  with  or  without  the  A.C.T.  diploma,  at  about 
$4.25  per  hour.  That  was  less  than  I  was  making  on  unemployment. 
X  was  disgusted.  7 

.  I  cti,1*d  *Lk*  Stewart.  I  told  him  what  I  had  learned  by 
calling  traval  agents  and  that  tha  leasone  were  too  easy.  Ha  told 
me  that  $4.25  per  hour  is  just  tha  atarting  salary  and  that  maybe 
it  was  the  area.  x  then  realised  that  this  was  just  a 
eong-and-dance  routine. 

X  called  the  school  and  told  them  I  wanted  to  drop  the 
ww^f*'  J 1  ±°}d  >h#*  th*t  *  ka<*  been  receiving  their  newsletter, 
which  advertised  the  most  recent  "success  stories'  of  their 
graduates^  graduates  placed  as  desk  clerks  at  Motel  6.  I  told 
them  about  my  conversations  with  local  travel  agenta.  I  was  told 
that  my  tuition  was  paid  in  full  and  that  it  would  not  make  any 
aenae  to  cancel,  x  was  told  that  there  was  no  reimbursement  if  I 
cancelled.  X  was  told  that  recnutera  were  visiting  the  school.  I 
wee  told  that  there  was  a  check  for  over  $600.00  in  the  mail  to 
me.  Xt  was  the  week  before  Christmas,  1987.  X  needed  the  money, 
X  hung  up  the  phone.  1 

.  In  January,  1988,  I  received  the  check  for  about  $600-00, 
along  with  a  letter  which  advised  me  to  keep  the  money  for  my  motel 
expenaes  for  resident  training.  The  school  suggested  that  I  open 
en  account  at  Su$Bej*.  Consequently,  I  opened  a  aavings  account 
ana  deposited  the  check. 

Only  a  few  weeks  after  receiving  the  check,  X  decided  to 
drop  out.     X  had  nothing  to  loae.     The  school's  newsletter  kept 
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cowing,  tailing  of  graduates  being  placed  as  motel  desk  clerks. 
The  lessons  were  simplistic.  Whan  1  called  *  1m  school  about  a 
quastion  X  had  in  the  text;  relating  to  AMTRAK,  I  was  told  to  answer 
tha»  quastion,  and  if  X  got  it  wrong  they  would  tail  me.  X  don't 
a  van  know  If  they  have  instructors  at  tha  school,  X  figured  that 
if  X  just  stopped  sending  in  lessons ,  they  would  just  forget  about 

X  didn't  do  any  more  lessons.  Xn  May,  1989,  X  got  a  book 
f roe  tha  school.  X  called  A.C.T.  and  told  thee  X  had  dropped  out. 
They  told  me  X  should  finish  the  course.  I  gave  the©  my  new 
address  and  phone  number,  out  did  not  do  any  wore  lessons,  X 
forgot  about  the  school. 

Xn  October,  1989,  my  mother  called  me  from  Ohio*  She  told 
me  that  some  lady  from  a  business  called  UNXPAC  had  called  about  a 
Federal  student  loan  I  had.  X  told  my  mother  1  never  had  a  Federal 
student  loan,  and  X  called  the  lady  at  UNXPAC.  UNXPAC  told  me  that 
X  was  about  to  default  a  Federal  guaranteed  student  loan.  X  asked 
the  lady  at  UNXPAC  what  she  was  talking  about;  X  didn't 
understand.  The  lady  at  UNXPAC  asked  me  if  x  had  gone  to  A.C.T. 
This  is  the  first  time  that  X  had  ever  been  told  that  X  had 
received  a  Government  student  loan.  X  was  floored.  UNXPAC  told  me 
that  X  owed  $2, 7 SO. 00,  and  X  told  them  that  X  hadn't  even  completed 
half  the  course  at  A.C.T.  She  told  me  to  get  in  touch  with  the 
school  and  find  out  what  was  going  on.  When  X  called  A.C.T. ,  they 
told  me  that  the  lender  had  been  refunded  the  portion  of  the  loan 
that  vas  due  me. 

X  relayed  this  information  to  UNXPAC,  and  X  was  told  that 
no  refund  had  ever  been  made.  UNXPAC  told  me  to  "proceed  with 
caution  because  something  isn't  right."  UNXPAC  told  me  to  call  the 
school  and  get  the  check  number  of  the  refund  and  the  date  it  had 
been  mailed.  A.C.T.  then  told  me  my  file  was  on  "alert"  which 
meant  they  could  not  find  it.  The  woman  at  UNXPAC  told  me  if  I 
chose  to  complete  the  program  at  A.C.T.,  UNXPAC  would  defer  my 
loan.  X  decided  to  do  so.  UNIPAC  sent  me  papers  to  confirm  my 
school  activity,  part  of  which  was  to  be  completed  by  the  school. 
A.C.T.  said  they  would  not  complete  the  papers,  because  they  "don't 
do  deferments. " 

In  December,  1989,  X  decided  to  call  another  travel  agency 
in  the  Daytona  area,  to  see  if  A.C.T.  a  reputation  with  the  travel 
industry  had  gotten  any  better.  I  found  out  the  school's 
reputation  had  gotten  worse.  The  manager  of  a  chain  of  travel 
agency  offices  told  me  that  graduates  of  A.C.T.  had  no  interview 
skills  and  could  not  deal  with  the  public  very  well.  Regarding 
A.C.T.  's  course  content,  the  manager  of  the  agency  told  me  that  he 
could  teach  me  more  about  the  travel  industry  in  just  a  few  weeks 
than  A.C.T.  teaches  in  their  whole  course. 

In  the  process  of  trying  to  clear  up  all  of  my  problems 
with  m  loan,  X  spoke  fith  at  least  six  different  people  at  A.C.T- 
One  sue:,  person  was  Debbie.  She  said  that  according  to  A.C.T. , 
since  my  loan  had  been  repaid  to  the  lender,  if  X  wished  to 
continue  the  course  work,  I  would  have  to  pay  the  »^hool  additional 
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■on*y-  J  could  h«ar  a  awn  nu«d  John  talking  to  Debbie  about  how 
tL^Sl  JUL,  * »-t  <m.  Ha  told  Dabbia  that  t  would  hava  to  pay 
for  tha  remaining   lasaona  to  be  coaplatad  and  that,   aa  a  base 

b.^  ».»^n^0n  \h"  hQnorw  «nd  that  tha  payments  would 

be  my  responsibility,  i  M„t  tha  firat  money  ordar  of  $100.00  made 
out  to  A.C.T.  on  or  about  January  X9,  1990.  I  aa  to  pay  thia 
amount  for  at  laaat  six  months.  v  Y 

a  c  *  J^***!*'  m  hAVB  co*P,1,,t*d  ,13  of  20  lessons.  In  January, 
A.C.T.   aant  me  all  tha  remaining  lasaona  i  hava  to  complete.  I 

ff??5;  *"d  th»yhad  no  racord  of  it.    Additionally,  no  ona 
could  t^Uin  te  a.  why  I  am  paying  tha  additional  tuition,  aince 
A.C.T.    today    show   ay   filas    as    "paid   in    full,  but 
cancelled.-      Praviously,    I    was    told    that    ay    enroUment  was 

h!^L  "til1  t0i,d        th*l  th*  computer  not  show  a  refund  as 

having  bean  made,  but  "that  a  refund  must  hava  been  aada, »  since  I 
waa  cancallad  such  a  long  tine  ago.  l 

.  ,  *hil*  Performing  ay  dutiaa  aa  a  counaalor  and  Job  trainer 
sevaraTi^n?!         un'lill#d  Pf°p1*'   1  c°"        contact  wUh 

JS£lm  f?2Z  ?h«".h°'  r1.!"*         .hav#  cau9ht  UP  in  deals  with 

achoola  like  thia.  Like  »e,  theae  people  are  looking  for  a  magic 
way  out   of   the   gutter,    trying   to  better  theaaelvea.     Thev  are 

5T2aS4^'Swaw  •"iV'::ipul4tad  school.  HiTtti.^o.S 

the  world  ant:  give  nothing  back.  Like  9*,  theae  people  end  up  back 
on  the  welrare.line,  woraa  off  than  they  were  before  enrolling^ 

ss2a3parrw,  Sbftorp:yhavin9  no  credit  ratin* t0  a  ™  ^ 

.   _    .  *•  «   summer   youth  counaelor,    teach   the  youth  about 

£S!«ft*  tf.9»a*lv*,,  g0ing  on  to  hL<)h9r  .duc<ltlon  or'  vocational 
echoois,  or  into  the  military.  He  teach  them  that  there  are 
eevateJ  ,vonu*a  mailable  to  them.  I  tell  them  that  there  i.  no 
cm)  way  out.  i  tall  thee  that  schools  that  advertise  in  the  back 
*vcid       nC*'  «  quick,  easy  education  era  pitfalle  to 

<  Ch*ir**n'   tiM*  *yetes>  which  allows  these   schools  to 

thrive  at  tne  eapenae  of  the  students  and  tha  American  taxpayers 
»«t  be ^  corrected      Onfortunately,  j  **  a  victim  of  this  system? 

hi.  h.J>I„!3  ^PLt«*t'  *hrw«fc  these  hearings,  w»  can  prevent  what 
haa  happened  to  aa  from  happening  tc  others. 

m,««*f«nlhi?  CQn^Ud*\ay  P*«P*»d  r*»ar*».  If  you  should  have  any 
questiona,  i  w^l-i  be  happy  to  respond  to  them  At  this  time. 
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February  26,  1990 


Good  morning,  Mr.  Chairman  And  members  of  the 
Subcommittee.  X  am  pleated  to  be  here  this  morning  to  testify 
regarding  sty  experience  as  a  student  at  the  American  Career 
Training  travel  school  in  Pompano  Beach,  Florida. 

Xy  name  is  Angela  Michelle  Jones ,  and  X  as  fro*  Swansea , 
South  Carolina.  I  mm  21  years  old.  In. the  summer  of  1987,  X  saw 
an  ad  in  The  State,  a  newspaper  based  in  Columbia,  South  Carolina, 
about  American  Career  Training,  or  A.C.T.  X  was  Interested  in 
being  a  travel  agent  or  tour  guide,  because  X  wanted  to  travel. 
A.C.T*  seemed  to  be  able  to  give  me  the  things  X  wanted, 

X  got  involved  with  the  school  shortly  thereafter.  At 
first  X  was  really  excited  about  the  school,  because  X  thought 
that  when  X  graduated,  X  could  make  some  good  money  and  maybe  move 
to  a  bigger  town.  Things  did  not  work  out  that  way  however,  and  X 
soon  became  quite  aggravated. 

X  called  the  toll-free  number  that  was  in  the 
advertisement  and  received  a  pamphlet  highlighting  the  school. 
After  a  couple  of  telephone  conversations,  X  was  told  no 
representative  of  the  school  would  be  visiting  me  but  that 
enrollment  materials  would  be  sent.  I  filled  out  what  is  called  a 
PQP,  or  a  Personal  Qualification  and  Profile  form,  and  returned  it 
to  the  school*  A  financial  aid  officer  soon  contacted  mm  and 
explained  the  student  loan  that  X  might  be  able  to  get.  She  made 
it  sound  as  if  X  would  get  the  loan  from  the  school  and  not  from  a 
bank.  X  needed  a  loan  to  go  to  school,  so  X  filled  out  the 
paperwork,  just  as  they  asked  me  to  do. 

A  school  representative  named  John  Gillies  sent  me  an 
enrollment  agreement,  which  contained  some  information  about  a 
Guaranteed  Student  Loan.  Gillies  told  me  to  fill  in  thm  top  part 
of  thm  form  pertaining  to  my  school  enrollment  but  to  leave  blank 
the  portion  about  a  Guaranteed  Student  Loan.  Be  said  it  didn't 
apply  to  me.  Ha  said  I  needed  to  sign  the  form  to  show  that  X 
knew  what  to  expect  from  the  home-study  portion  of  the  course  and 
from  the  residence  portion  of  the  course,  and  that  X  had  12  months 
to  complete  the  work. 

I  signed  and  returned  the  form,  leaving  the  Guaranteed 
Student  Loan  portion  blank.  The  next  thing  X  knew,  X  had  received 
a  check  for  $2,415.    X  was  confused,  because  while  X  knew  at  some 
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point  I  was  ooing  to  get  a  loan,  I  did  not  think  X  had  dona 
anything  at  that  point  to  obtain  a  loan.  Sinca  I  specifically 
recalled  Giiliea'a  tailing  mm  to  disregard  tha  Guaranty  student 
fcoan  portion  of  tha  enrollment  for*,  X  callad  tha  school  to  ask 
what  tha  check  was  for.  X  was  told  tha  check  waa  for  tuition  but 
that  it  should  be  disregarded  because  it  would  ba  voided;  it  would 
never  ba  dapos  it  ad.  Saverthelaaa,  they  told  mm  to  sign  tha  chack 
and  return  it  to  the*.  Bacausa  X  trustad  the  school's  employees, 
X  did  as  thay  asked*  Vow  X  raaiita  how  atupid  it  was  mi,  to 
sign  and  raturn  tha  chack,  Unfortunately,  that  was  only  ay  first 
mistake. 


Thay  confusad  mm  about  tha  antira  financial  arrangement 
ao  X  kept  asking  questions  about  tha  money.  Again,  thay  told  mm 
that  tha  chack  wasn  t  going  to  ba  used.  Vhea  X  askad  how,  than, 
would  ay  tuition  ba  paid,  thay  aaid  that  tha  school  would  sand  mm 
a  statement  showing  what  tha  tuition  payments  would  ba  and  tha 
amount  that  X  owad.  Thay  aada  it  sound  .as  if  X  would  ba  repaying 
thf  •fbo^V,  A*  X  undaratood  things,  X  waa  to  meks  payments  to  tha 
school  while  working  on  tha  home-study  portion  of  tha  couraa  and 
before  X  want  to  Florida  for  resident  training*  trary  time  X 
caiiad  to  ask  them  why  X  had  not  received  a  payment  book,  thay 
kapt  putting  mm  off,  saying  thay  would  sand  it  to  mm  latar.  x 
questioned  tha  origin  of  tha  chack  that  X  had  andorsad  and 
ratumad  to  tha  school.  X  waa  told  that  tha  lank  of  Borton  waa 
tha  school's  bank.  Again,  i  was  told  that  any  lattara  thay  sant 
to  mm  rafarring  to  a  Guaranteed  Studant  Loan  did  not  apply  to  mm. 

kt  ?  .lmtm*  tjjm<    1  *  chack  to  pay   for  ay 

rasidanca  training  in  Florida,  and  X  was  told  to  savethe  money 
until  that  time.  X  quastionad  whara  this  aonay  waa  coming  from, 
and  a  school  employee  told  aa  that  tha  school  was  covering  these 
coats  and  X  would  repay  this  money  after  resident  training. 

kW  This  whole  time,  X  thought  X  was  borrowing  the  ecney 
from  the  school,  x  would  not  hare  signed  for  a  Goverment  loan, 
because  X  could  have  gone  to  ay  bank  and  gotten  a  loan  on  ay  own. 
X  certainly  would  not  have  borrowed  as  much  eoney. 

t,  .    ^  V^1**  *ith  »-C*.   travel   school   were  not 

liitited  to  tuitioe  payment.  X  waa  also  having  trouble  getting 
books  and  lessons  to  complete.  *y  first  lessons  were  graded  and 
returned  to  mm  along  with  the  mart  set  of  books,  x  completed  the 
second  set  of  lessons  and  returned  those  to  tha  school.  Those 
leasons  have  never  been  returned  to  mm  showing  ay  grades,  and  X 
never  received  any  other  books  after  that,  x  continually  tried  to 
get  these  grades  and  books  and  was  told  by  the  school  that  *tbev 
**•  b^teliin.%.  that  foi  si,  Lath? 

TO  data,  x  still  have  not  received  any  acre  books,  and  I  did  not 
know  about  ay  grades  until  an  investigator  free  the  fubcosanittee 
staff  showed  ae  a  copy  of  ay  file. 

*eaxly  three  weeks  prior  to  the  June  13,  ltM,  date  when 
X  was  scheduled  to  attend  resident  training,  I  called  the  school 
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to  say  X  had  not  received  or  completed  the  ten  home-study 

leasons.  I  brought  this  to  their  attention,  ava  i  though  X  knew  I 
couldn't  get  tan  leasons  dona  before  resident  training. 

At  thia  point,  X  alao  knew  that  tha  ona-ysar  pariod  X 
had  to  coaplata  tha  program  wae  aXaoit  up.  X  vaa  raally  upaat, 
bacauaa  it  vaa  tha  achool ' a  fault  that  X  didn't  hava  tha  booka. 
My  fathar  talaphonad  tha  achool  And  we  asked  to  speak  to  aavaral 
people,  including  tha  praaidant  of  tha  achool,  which  navar 
occurred  We  ware  gatting  nowhere*  Hy  fathar  told  tha  achool 
that  X  ahouldn't  hava  to  pay  back  tha  full  amount  of  tha  loan, 
bacauaa  X  had  only  gottan  a  portion  of  tha  lessons.  X  didn't  faal 
X  owed  than  for  tha  full  course,  Navarthalaaa,  thay  aaid  that  X 
H&B  to  repay  tha  full  amount.  Thay  inaiatad  that  tha  booka  and 
laaaona  had  boan  mailed,  Thara  vaa  no  point  in  trying  to  talk  to 
anyona  alaa;  thara  vaa  nothing  laft  to  ba  aaid.  X  had  dona  my 
baat  to  talk  with  tha  achool,  but  that  didn't  work.  X  didn't  know 
where  alaa  to  turn, 

Tha  next  time  X  heard  from  A.CT.  vaa  in  October,  1988. 
1  got  a  lattar  atating  that  X  had  been  cancallad  and  that  X  had  a 
three-month  graca  pariod  bafora  X  had  to  atart  making  my  loan 
repayments.  To  data,  X  hava  mada  11  paymanta  of  $50  each;  X  a  till 
hava  53  mora  to  maka.  I  don't  want  to  maka  tham#  but  X  gueas  X 
hava  to.  X  undaratand  that  X  ahould  pay  for  tha  instruction  X 
got,  but  vhy  pay  for  what  X  didn't  gat?  Thay  ara  making  almost 
$3,000  off  of  ma  for  nothing. 

A,C*T.  promiaed  ma  a  lot  of  thinga  that  it  navar 
dalivarod,  all  at  my  expenae.  Xt  naamt  lika  thay  ara  out  for 
nothing  but  tha  money.  Thay  ara  holding  ma  accountable  for  their 
miatakea.  Thia  could  hava  ruined  my  credit  rating  before  X  really 
got  one.  X  alao  feel  aa  though  X  vaatad  all  that  time;  inatead  of 
being  whare  X  am,  a  cashier  at  an  office  aupply  store,  X  had  hoped 
to  be  working  in  a  field  that  X  vaa  raally  excited  about.  A.C.T. 
has  gottan  me  nowhere,  but  into  dabt.  X  viah  X  had  never  trusted 
theae  people,  X  would  never  have  had  to  go  through  all  thia. 

Mr.  Chairman,  this  concludea  my  prepared  remarks.  If 
you  should  have  any  questions,  X  would  be  happy  to  reapond  to  them 
at  thia  time. 

Thank  you. 
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TESTIMONY  OP 
BREMDA  MU  BRANDON 
BEFORE  THE 

UNITED  STATES  SENATE  PERMANENT  SUBCOMMITTEE  ON  INVESTIGATIONS 

February  26,  1990 

R„^^??<--^"0rTin9'  ,  Kr  "  Chairman  and  members  of  tha 
^  < t  ;  3  "  Plea,ed  to  »>•  hara  thia  morning  to  testify 
and  contribute  to  tha  Subcommittee • ■  investigation  into  student 
loan  dtfaulti,  particularly  those  of  proprietary  schools.  For 
tnree  years,  I  worked  at  a  proprietary  school  in  Florida.  I 
now  have  a  job  elsewhere. 

MM  *y  n*f°  if  Brands  Ann  Brandon,  formerly  known  by  my  maiden 
?f?f  i~     Brendj>   Ann   Doraan.      I    am   40   years    of    age   and  a 

Unfv.r.'iV?"  °if^Fl0rid8w-  ,  1  9'«**tid  from  Florida  State 

University  in  1971  with  a  Bachelor  of  Science  degree. 

«^rJLfrf1°^nt,hi?tofy'  prlor  to  1983'  "a»  mostly  in  the 
^lltZ  Swd   clerlcal    tLmldm.      I„    the    fall    of    1983,  I 

learned  of  the  American  Career  Training  Travel  School  in 
1°™*™™  Boach'  Florida,  through  an  advertisement  in  a  local 
™?£        Tl'l^iU   ,X  V"  inking  «  change  in  my  career 

?SZ*J?  £Z  l ,in  whB  travel  school,  paying  cash  for  the 
offer  f^*,  MCT}'  "hlcA  fairi*  nQ"  at  th«  tiwe'  did  not 
tIZZL*  1  TBtU(,en,t  „  aid'    but   <*id   offer   an  interest-free 

payment  plan.     I  completed  the  20  home  study  lessons  in  four  or 

™»™*B"kS  t  att9"d0*£  th*  t^ee-week  resident  portion  of  the 
course,  in  January,  1984. 

T^Ji£tef  graduation,  I  was  e^luyed  at  Ambassador  Travel, 
rporated'  An  Fort  Lauderdale,  Florida.  The  office's 
JeSIoh  rfl«W2!  Mr-;  ^nn  CalarMO'  ««•  of  John  Calaraso. 
SS«o  fnH°  Stnd  t***8.  Calaraso  are  the  sons  of  John 
»"  .  ,  n'„  Jo88ph'  &nd  Ja»«s  Calareso  own  the  American 
Career  Training  Corporation. 

i.  .,»AitfK   *°lk^l9   aw    tototfrior   Travel,    Incorporated,  from 

clSi? Travel* ie2!S*V '  I  W°rkin«  at  the  American 

career  Travel  School,  as  an  instructor  for  "System         one  of 

svetaT£f?!tL8yKta^  U4el  l?  the  trftvel  i^ustry,  which  is  the 
system  offered  by  the  school.    My  beginning  salary  was  $300.00 

,  ~  «Awe»icar,  Ca/ter  ,Training  Corporation  does  business  as  the 
i-£;J;.J£. VeIi.Ch°e1  and  «*•  Hart  Schooi  Professional 
!r  fhf  ? !:  .^V  •tartad  there  in  1985,  It  vas  known 

ILJ^t  »*T  u  ,  CaraBr  Training  Travel  School.  The  Hart 
secretarial  school  was  added  later. 
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After  the  school  received  notification  from  the  U.S. 
Department  of  Education  that  the  school  had  been  approved  to 
participate  in  the  Federal  student  loan  program,  Joseph 
Calareso,  the  school's  president,  promoted  me  from  "System  1* 
instructor  to  Financial  Aid  Administrator  for  the  school.  In 
that  capacity,  from  1985,  until  I  left  the  school  in  November, 
1988,  I  hired,  supervised,  and  managed  the  employee*  of  the 
financial  aid  department.  When  I  started  in  the  position,  I 
was  the  only  school  employee  involved  in  the  financial  aid 
office.    When  I  left  in  1988,  I  supervised  68  employees. 

The  Calaresos  retained  the  consulting  firm,  J.V. 
Associates,  of  Jacksonville,  Florida,  to  establish  the  school's 
student  loan  and  aid  programs,  and  to  train  me  on  the  Federally 
insured  loan  program.  J.V.  Associates  employee  Carol  Clairmont 
is  the  person  who  established  the  school's  program. 

When  I  started  working  in  the  school's  student  aid  office, 
there  were  approximately  600  loan  applications  pending.  I 
learned  how  to  administer  the  loan  program  on  my  own  by 
obtaining  and  studying  the  rrtftfffll  Register  regulations  and 
guarantee  agency  program  manuals.  Carol  Clairmont  was  of  very 
little  help,  because  she  provided  little  information,  and 
sometimes  gave  me  wrong  information.  To  summarise,  I  knew 
nothing  about  the  student  loan  program  when  I  was  given  the 
job,  and  the  consultant  did  not  do  very  much  to  prepare  me  for 
the  tasks  ahead.  In  1985,  I  was  processing  about  50  loan 
applications  per  week.  In  1988,  the  financial  aid  section  was 
processing  and  sending  to  lenders  approximately  300 
applications  per  week. 

The  school  advertises  and  uses  regional  sales 
representatives  to  reach  prospective  students.  The  sales 
representatives  meet  with  the  prospective  student,  in  the 
student's  home,  and  present*  a  sales  pitch  on  the  school. 
During  this  visit,  the  sales  representative  is  supposed  to 
determine  the  individuals  -ability  to  benefit."  Federal 
regulations  require  that  in  order  to  be  eligible  for  a 
guaranteed  student  loan,  the  institution  must  determine  that 
the  student  is  capable  of  learning  the  material  offered  by  the 
school.  To  make  this  determination,  the  school  used  a  Personal 
Qualification  and  Profile  form  —  or  PQP  -~  which  the  school 
developed.  It  is  designed  to  be  filled  out  by  the  prospective 
student,  without  assistance  from  the  sales  representative.  The 
sales  representative  is  then  to  review  the  form  and  determine, 
based  on  the  information  provided,  if  the  person  has  an  ability 
to  benefit. 

The  PQP   form  contains  a  series  of  questions  concerning 
education,  such  asz 

"Are  you  a  high  school  graduate  or  have  an  equivalent 
certificate?    Year    City  and  State         . H 


ERIC 


213 


Statement /Branda  Ann  Brandon 


otrUfU.iln-\h*  P*00""  of  obtaining  your  high  school  diploma 
ox  equivalent?    if  yM,  expected  completion  data   .  ■ 

•v«,T^D,tU^?^£«infnCif1  "id  o£fic#  ■«  tha  «c»»«»i  received 
SSlS^ww1'  th5  "lts  ™P*««"**tives.  I  have  aa«n 
hSL  °k  whvCh,t5?  «udant  cartifiad  t:.*t  ha  or  aha  did  not 

*Sh  school  diploma  or  squivalant,  and  that  ha  or  aha 
12  FimSLSUV*  w°«f,  iobt*ini"«  •  diploma  or  equivalent. 
**   *   nj,dJ^t*"d   th*   *Mlity-to-benefit   regulations   and  tha 

Sf   *h.  a  !f^dtnt  ""^  not  att,nd  th*  «»"«nt  portion 

^i«t«L-  training  until  ha  or  aha  has  obtained  a  high  achool 
diploma  or  equivalent,  while  I  was  at  tha  achool.  I  kapt  a 
™i?L"tU«!nt!iW!!0  did  n0t  have  *  diploma  or  equivalent  when 
Tn^r1^  !??  "**        P0"1*4  0R  the  of  *y  office,  and  1 

instructed  other  employees  in  my  aection  to  add  to  the  Uat  the 

equivalent*"7  "tud,nt*  that  •"rolled  without   the  diploma  or 

*x.«.  Ivh*V*  tavBn  IQ*  for"«'    °n  which  tha  atudent  certified 
,.or    ■h*fcKdid  vnot    have    a    high    achool    diploma  or 
•^T'T*".  1  that   h*  or  ,aha   "**   not   in   the  procea.  of 

2fir2l«*  f#diP  °*w  i*r  to  Joaeph  Calareao.  Joseph 

i:^^  '.Ji*  1  had  exPlained  to  him  that  theae  etudents  were 
w^i  *  t9^  to  »PPly  for  Federally  guaranteed  atudent  loans, 
7  Si  ...  1°  Chan?e  the   information  on  the  PQP   form  to 

indicate  that  the  atudent  wee  in  the  process  of  obtaininc  a 
°"  equivalent.  I  refused  to  alter  the  records.  I  have 
observed  Joaeph  Calareao  change  the  answers  to  thoae  questions, 
Jt?UXL&  Process  of  obtaining  your  high  school  diploma 
tLTl  t I  -  "  "No"  r"Ponsa  to  -Yes,"  and  filling  in 

JnLnh  Jl  XV'   exp*ct*d  completion  date,"   as  ASAP. 

Joaeph  Calareso  did  this  on  several  occasions  in  ray  presence. 

.~.n™*r    tLh*   fnd   ?.£    the  fonn'    there    is    an  analysis 

aection,  wherein  the  sales  representative  certifies,  by 
signing,  that  the  student  has  the  ability  to  benefit.  On 
several  occasions,  I  handed  Joseph  Calareso  PQP  forms  that  were 
£.i!i2SL  "antV°f  the  analysis  portion  of  the  form.  Jr-eph 
Calareao  would  either  certify  that  the  student  had  the  ability 
°  7ffl''  *v*n  though  he  had  never  met  the  student,  or  he 
would  instruct  me  to  take  the  form  to  his  brothar,  Jim,  or  to 
one  ot  the  regional  managers.  On  such  occasions,  these  people 
7SSJkC^  y  that  £h?  "tudent  had  the  ability  to  benefit,  even 
<  nevar  B*t  the  student.  Over  time,  and 
apparently  reflecting  Joseph  Calareso  s  feeling  that  this  was 
not  an  important  issue,  the  POP  forms  that  were  missing  the 
2?  abAiity-to-benefit  information  were  routinely 
referred  to  the  Admissions  Department,  where  the  certification 
was  similarly  made. 

The  financial  aid  office  received  every  .tudent  enrollment 
application.  We,  the  employees  of  the  financial  aid  office, 
were  instructed  by  Joseph  Calareso  to  contact  every  new 
student,  even  cash  students,  and  try  and  get  them  to  finance 
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their  education  through  a  guaranteed  student  loan.  This  way, 
the  school  was  guaranteed  to  receive  the  full  tuition  up 
front.  If  a  cash  student  is  on  a  payment  plan,  there  is  a 
lower  probability  that  the  school  will  receive  ail  of  the 
tuition,  because  the  majority  of  the  students  enrolled  never 
complete  the  course.  With  a  loan,  the  school  gets  all  the 
money  early  on. 

Regarding  the  outside  reviews  of  the  school  by  guarantee 
agencies,  the  Department  of  Education,  the  State  of  Florida, 
and  independent  auditors,  there  was  not  one  review  conducted 
while  I  war*  employed  at  the  school  that  was  based  on  accurate 
informatior .  For  all  the  reviews  conducted,  school  employees 
tampered  with  the  records  that  were  provided  to  th*  reviewers. 
For  each  review,  Joseph  Calareso  had  the  school 's  employees 
pull  the  student  files,  review,  alter,  and,  in  some  cases, 
falsify  data  prior  to  providing  those  files  to  the  reviewer. 

I  was  struck  by  the  lack  of  real  oversight  the  reviewers 
actually  exercise.  Dave  Barton,  of  the  CPA  firm  Barton  and 
Gordon,  spent  less  than  one  day  on  his  "independent  auditH  of 
the  school  and  made  no  adverse  findings.  I  am  not  surprised  to 
learn  that  the  consulting  firm  that  set  up  the  school's 
financial  aid  program,  J.V.  Associates,  is  a  subsidiary  of  the 
Barton  and  Gordon  firm.  I  also  heard  that  Dave  Barton  owns  a 
proprietary  school  in  Alabama,  and  that  Carol  Clairtnont  is  now 
working  for  a  proprietary  school . 

The  program  reviewers  and  auditors  never  mentioned  the 
fact  that  the  school  had  a  very  low  graduation  or  completion 
rate  for  its  enrollees.  No  one  ever  seemed  bothered  by  the 
fact  that  well  o^er  90  percent  of  the  students  were  receiving 
guaranteed  student  loans . 

Joseph  Calareso  was  not  concerned  about  the  school's 
default  rate.  He  told  me  that  if  we  could  keep  the  volume  of 
loans  high  enough  and  the  loans  spread  out  among  many  lenders 
and  the  national  guarantee  agencies,  it  would  "take  them 
forever  to  figure  it  out."  When  I  told  Joseph  Calareso  that  we 
needed  to  deal  with  the  lenders  and  guarantors  in  the  State  in 
which  the  student  was  located,  he  told  me  he  did  not  care  what 
lenders  we  dealt  with  as  long  as  the  lender  met  the  following 
conditions t 

"We  will  never  do  the  double  disbursements  with  lenders. 
Find  lenders  with  a  seven-to-ten-day  turn-around  time.  We  will 
not  use  lenders  that  will  not  issue  the  loan  checks  co-payable 
to  the  student  and  A.C.T." 

He  also  said  to  use  the  national  guarantee  agencies  "over 
the  State  guarantee  agencies  because  it  is  harder  for  the 
national  guarantors  to  track  the  default  rate  at  individual 
schools."  Joseph  Calareso  told  me  that  "if  you  put  all  of  your 
eggs"    (loans)    Hin   one   basket,    they  can   control   you.*  The 
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To^i  )i8?d  thS  F1?;ida  guarantee  agency  for  only  a  short  time. 
Joseph  Calareso  told  me  it  was  "too  close  to  home." 

Mth*r?n«  W°U*id  attend  ind"»try  convention,  and  other 
SSJff^'  ofJBy  duties  *«  to  informally  poll  the  other 
school e  represented  to  determine  what  lender^  and  guarantor, 
they  were  using  and  how  they  did  business.  P 

UnH.>?hfl^th\,Cl!!>o1  received  the  student  loan  checks  from  the 
IZ2  !  L  h  chack"  *ere  »«de  payable  either  to  the  student  and 
i£LS  iVh*  *°lely  f°  5he  "udent.  Wl  the  checks  would  be 
stamped  with  a  restrictive  endorsement  {'for  deposit  onlv 
£?*HfCan  eCar<Mlr „  draining  Corporation")  and  then  sent  to  the 
student  for  endorsement  and  return  to  the  school.  Joseph 
ahf"°K«nr  that  plftc£n9  the  school  s  restrictive  endorsement 
«ht°K  male  Payable  »olely  to  the  student  was  wrong;  but 
1st  11  hS  method  he  used  to  control  the  student  and  insure 
#„L  £iUd B-  ni  th,e  check  back  to  the  »chool.  The  reviewer 
to  .ton  At  n^ff1  <a  *andar>  told  Joseph  Calareso,  in  1986, 
^Jv  P  iie  Practice  of  using  the  restrictive  endorsement  on 
checks   addressed  payable  only  to  the  student.     As   a  result? 

Jri^ry  lenders  8t°PPed   U8i"9   Fl0rida   F*deral    38    one   of  its 

increSi^hi  ^  ^1°^  at  the  school,  the  Calaresos  would 
i»  X    J X?*  tuition  almost  every  year,    when  I  atarted 

in  1985,  the  tuition  was  $1,295,  and  when  I  left  in  1988.  the 
tuition  was  $1,895  per  student.     1  don't  know  why  the  tuition 

IScreaVe     '  1  k"°W  °f  any  3u6ti£ ication  for  this 

*^.,«AnDther  arfa  that  the  outside  reviewers  never  seemed  to 
focus  on  was  the  matter  of  the  "student  loan  budget."  This 
dollar  amount  is  what  A.C.T.  calculated  the  cost  of  attendance 
to  be  for  each  student.  This  amount  is  used  in  calculating  the 
oroorL*  st"d«nt  *a  teKU«iL1f  f°*  ^  the  guaranteed  student  loan 
Student  J?{  vi  ^e,K^Ud9/t  aB,ount  ia  hi9h  «n°«ghf  "ore 
JSSS  Mfi  K^LVl9ib1'  f°r  l0SnS-  In  Edition  to  other 
factors,  this  budget  amount  was  adjusted  upward  every  time  the 
tuition  was  increased. 

verifvin^  t  C^lnq6  f°  the  ^l^ions  requiring  it,  we  started 
™riff.n9  a  percentage  of  the  loan  applications  that  we 
i£?u52  ^  ^°in9  t0vthe  SOUrce  of  information.  Those  sources 
h^™,,^  ienders'  cther  »chools,  and  the  IRS.  When  I  would 
Hit  »  1  discrepancy  between  what  a  student  had  reported, 
^  a  P">yiou8  8Chool  had  provided,  and  what  a  lender  reported 
^?a^f"5  the  .tatus  of  a  previous  loan  to  the  student,  Joseph 

T*m*i!  ?wt0id  **  that, 1  *aa  "doiR9  too  much  paperwork, "  and  to 
ignore  the  discrepancies.  These  discrepancies,  in  some  cases, 
ti    k!  who  had  Previously  defaulted  on  Federal  loans 

IL  J£n,  ^ditional  loans.  This  is  the  very  occurrence  which 
the  regulations  sought  to  prevent.     A.C.T. ,  the  lenders,  and 
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other  schools,  by  not  seeking  and  providing  the  most  current 
information  about  a  student/  facilitated  this  happening. 

Ruth  Ann  F lemming,  the  Director  of  Training,  complained 
about  the  quality  of  students  entering  the  resident  portion, 
because  some  students  ~  students  who  had  already  completed  the 
correspondence  portion  of  the  course  ~~  could  not  read  or  write 
well  enough. 

The  school  also  participated  in  the  Supplemental  Loans  for 
Students  (SLS)  program.  Even  though  the  interest  rate  is 
higher  than  that  for  the  guaranteed  (Stafford)  student  loans, 
Joseph  Calareso  said,  "We  have  to  get  the  tuition  covered , "  and 
directed  the  financial  aid  employees  to  fill  out  and  send  the 
SLS  forms  to  students,  even  in  the  event  the  student  ha*  told 
the  financial  aid  employee  that  he  or  she  did  not  want  an  SLS 
loan.  To  accomplish  this,  two  employees  were  directed,  as 
their  sole  duty,  to  call  students  and  encourage  them  to  take 
out  SLS  loans,  since  the  guaranteed  student  loan  (GSL)  would 
not  cover  their  tuition.  By  sending  the  completed  forms  to  the 
students  for  signature,  we  were  encouraging  students  to  take 
out  the  SLS  loan* 

To  encourage  the  A.C.T.  employees  to  process  large  numbers 
of  loan  and  student  applications  quickly,  the  Calaresos 
instituted  a  number  of  competitive  award  programs  within  the 
company.  For  example,  sales  representatives  earned  incentive 
awards  after  a  contest  period  for  the  highest  number  of 
students  enrolled.  Receptionists  with  the  highest  number  of 
students  contacted  by  phone  were  rewarded  with  time  off.  Loan 
counselors  in  my  department  were  rewarded  with  cash,  color 
televisions,  or  other  such  items,  for  the  highest  number  of 
loan  applications  submitted  during  the  contest  period.  1 
always  felt  a  little  strange  that  the  instructors  never  had  a 
contest,  or  that  the  placement  office  never  was  rewarded  if 
they  placed  a  high  nubiLer  of  graduates. 

The  school's  refund  policy  was  confusing  and  changed 
often.  During  the  early  years,  it  was  Joseph  Calareso 'a  policy 
not  to  issue  refunds  unless  the  student  mailed  back  the 
uncompleted  lessons,  and  notified  the  school  in  writing,  via 
certified  mail,  of  the  desire  to  withdraw.  The  formula  for 
calculating  refunds  changed  often,  too.  Basically,  after  a 
student  had  been  inactive  for  one  year  after  the  date  of 
enrollment,  we  would  notify  the  lender  that  the  student  had 
withdrawn*  The  date  of  withdrawal  as  reported  to  the  lender 
was  much  later  than  the  date  the  student  had  actually  become 
inactive  with  his  or  her  lessons.  The  date  of  withdrawal 
reported  was  the  end  of  the  one-year  period  the  student  was 
-enrolled."  In  these  cases,  we  were  supposed  to  refund  the 
resident  portion  of  the  training  to  the  lender,  but  for  a 
considerable  period  of  time  we  did  not  do  so. 
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4«H4^f?!2ph  c*iarMO  changed  the  school  •  a  refund  policy,  as 
indicated  on  the  reverse  tide  of  the  contract  signed  by  the 

1*1 3!~Sft??'»  ?0,t  of  wth*  tLm*'  if  *  "tudent  did  not  notify 
the  school  that  he  or  she  was.  withdrawing,  the  file  was  not 
reviewed  for  the  one-year  enrollment  period,  and  no  refund  of 
the  correspondence  portion  of  the  course  was  made  to  the 
lender.  The  school  considered  it  earned  income,  when 
regulations  changed  to  require  refunds  be  made  baaed  on  a 
percentage  of  -clock  hours-  of  actual  student  attendance  or 
participation,  this  further  confused  the  refund  policy.  But  in 
actual  practice,  we  continued  to  hold  filas  as  active  for  the 
one-year  period  and  then  issue  refunds  based  only  on  the 
J£rtion     portion    of    the    training,    not    the  correspondence 

The  Hart  School  for  Professional  Secretaries  was  the 
!f^.P?°?rajB  offera<1  bv  the  A.CT.  Training  Corporation.  The 
ITStl  f  *  Pr°9r<un'  a\so  a  combination  correspondence  and 
"r  training  school,  began  in  1987  •  After  the  program 
began,  I  discovered  that  the  sales  representatives  were  Signing 
^!!?r8c  t^l  course  students  who  were  also  students  of  hlCT. 
In  ?i  f  ^  1  c°nducted  a  review  of  all  secretarial  school 
£lo\lT* 9  {  ^  discovered  that  many  representatives  wero 
involved  in  the  practice  of  dual-enrolling  students.  Of 
w«r«5t'^  ^^k,  a°  in,prffer  Practice,  because  these  students 
+Zl  fltl     %J°  collect  two  guaranteed  student  loans  at 

-^*^t  tLmU  J  Practice  was  not  immediately  identified, 
®  "tudents  were  not  being  processed  through  the  same 
~en~e?~A  and  ,  e50/!  not  COBPuter  ««atch  done  by  lenders.  This 
practice  involved  false  statements  by  the  students,  since  they 
must  list  any  school  they  attend  after  high  school  on  the 
SSSii  application,   and   they   had  not  listed   the  travel 

!nI0?Lrf°1n  'A*  aPPlifation-  The  sales  representative  was 
X?Y2?..«2       <  Practic«'   «ince  the  representative  would  know 

this  f*tntiJy,rt0£nthe,!tUdent9  iiving  in  hi«  «•■■  1  »roSSht 
this  matter  to  the  attention  of  Joseph  Calareso,  but  hi*  only 

ZZ?i<Z    •**    °"  a  travel  8t"dent  could  be  enrolled  in,  and 

obtain  student  aid  for,  the  secretarial  school. 

.  ,?Jr:  Chairman,  this  conclude*  my  prepared  remarks,  if  you 
*t  Sim  HL*nY  qu*8tions'  1  "°uld       haPPy  to  respond  to  them 
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Test lmony  Before  the  suix.'oniaittee  go  T nvest  iqat ions 
U.S.  Senate  Committee  on  Governmental  Affairs 


by 


Stephen  J.  Hlair,  President 
Nation*!  Association  of  Trade  and  Technical  Schools 


IM5nH 


As  President  of  the  National  Association  of  Trade  ami  Technical 
Schools,  representing  some  J 1  300  private  poiit  seconder  y  mstitut  ionr.,  1 
appreciate*  this  opportunity  to  participate  m  the  Committee  on 
Governmental  Affairs  hearings  on  proprietary  schools. 

In  recent  years,  the  J  tews  media  have  jointed  a  vivid  an*!  deeply 
disturbing  picture  of  fraud  am!  abuse  in  the  proprietary  school 
.sector.     Phony  promises  to  students.     Inadequate1  facilities^  equipment 
and  faculty.     School:*  going  out  of  business,  leaving  students  in  the 
1  ur  ch. 

stories  of  surh  abuses  Are  particularly  distressing  and  poionant 
because  ail  too  ttften  the  victims  are  poor  and  ill-educated  young 
people  struggling  to  get  their  lives  back  on  tracks  eager  to  obtain  the 
ukiils  and  training  necessary  to  starting  careers  and  buildinq 
promising  futures  for  themselves  and  their   i ami lies. 

I  am  not  here  today  to  4uestion  the  accuracy  of  specific  exposes 
of  fraud  and  abuse.     The  hard  truth  m  that  the  private  career  school 
industry  does  contain  a  number  of  individuals,  a  very  small  number,  who 
rare  only  about   turning  a  {as  -  buck. 

Unfortunately,  it  is  the  tiny  minority,  the  hapdiul  of  "bad 
apples,"  that  attracts  the  vast  majority  of  snedia  and,  hence,  public 
attention.    Such  schools  cause  incalculable  damage  not  only  to  the 
students  they  have  victimised  tut  *o  the  proprietary  school  sector  as  a 
whole,  carting  doubt  on  the  quality  of  education  provided  by  our 
schcK>is  as  veil  as  on  the  abilities  t*f  our  students. 
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Let  »e  assure  you,  then,  that  no  one  has  a  more  direct 
stake  and  greater  interest  in  closing  down  bad  schools  and 
eliminating  abuses  than  does  the  National  Association  of  Trade 
and  Technical  Schools. 

At  NATTS,  we  believe  one  key  in  attaining  these  goals 
lies  in  effective  consumer  education,     and  so  we  encourage 
prospective  students  and  their  parents  to  learn  c.oout  a  school 
inside  and  out  before  making  their  choice.    And  we  do  wore 
than  offer  encouragement?  we  provide  them  with  the  tools 
necessary  to  become  well-informed  and  healthily  skeptical 
consumers. 

Two  years  ago,  we  commissioned  Dr.  James  Myers,  Director 
of  the  Regional  Services  Institute  at  the  University  of  North 
Florida,  and  Elizabeth  Werner  Scott,  Director  the  Urban  Skills 
Center  in  Jacksonville,  Florida,  to  write  what  we  felt  was  a 
much-needed  guidebook  for  students  choosing  a  career  and  a 
private  career  school.     The  result  was  Gct&ing.  SHilJtf.d* 

g^^na -Ahead. 

It  is  an  easily  rtM<l  and  undeir.tuod  step-ky-step  guide  to 
evaluating  whether  nr  not  a  private  career  school   ir.  the  most 
appropriate  Choice  tor  then,   and  to  evaluating  a  school's 
program,   facilities,  faculty,  application  torm,  contract, 
costs,  and  payment  schedule. 

SetUna  ^U^po*  Cett .inU-AIwad  is  not  designed  to  nudge 
students  in  a  particular  direction,  rather  it  is  designed  to 
enable  students  to  ask  hard  questions  and  demand  answers,  In 
short,  this  book  empowers  students  to  make  well-informed 
decisions  on  their  own. 

Now,  some  may  be  skeptical  oi   a  consumer  guide  published 
by  an  association  of  1 1  ade  and  technical  senools.     Let  me 
hasten  to  point  out  that  £etti no.,  gk  i  Uec^Qplt  Au2  Au^lS*  i* 
published  by  NATTS  in  cooperation  with  the  U.S.  Department  ot 
Education  and  the  Consumer  Information  Center  of  the  U.S. 
General  Servicer.  Adm  in  ir.t  rat  ion-~and  it   is  available  free  of 
charge. 

Let  me  also  add  that  your  coll^nque,   Senator  Simon  of 
Illinois,  has  said  of  C.ett  i.na  ??kij  led, .  Gett  jntj  Ahe;»v$;     "It  it., 
without  a  doubt,   th^  best  consumer  resource  qui  dr.  available.14 

I  believe  so  strnmjly  ;  n  the  v«*lue  of  this  book  that  1 
spend  much  of  my  time  promoting  it   thtouqh  the  news  media, 
and  1  am  delighted  to  report  that,   to  date,  nearly  ten 
thousand  copies  have  been  distributed  to  hiqh  school  librario: 
and  guidance  counselors  as  well  as  directly  to  prospective 
students. 
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But  while  consumer  education  efforts,  such  as  Q^t^lilS 
SXllled,  Ctett jJig~Ak£fldr  are  crucial  to  efforts  to  protect 
students  from  rip-off  schemes,  by  themselves  they  are  not 
enough,   if  for  no  other  reason  than  it  is  unrealistic  to  think 
every  person  interested  in  a  private  career  school  will  obtain 
and  use  this  or  other  consumer  guides. 

In  addition  to  consumer  education  programs,  the  proprie- 
tary sector  itself  oust  set  high  standards" for  schools  and 
insist  that  they  are  set. 

The  Accrediting  Commission  of  the  National  Association 
of  Trade  and  Technical  Schools  has  been,  and  continues  to  be, 
a  leader  in  establishing  and  enforcing  rigorous  standards  for 
its  member  schools. 

To  apply  for  NATTS  accreduiation,  a  school  must  have  been 
in  operation  for  a  minimum  of  two  years.     Every  school  is 
reevaluated  periodically,  and  any  report  of  wrongdoing  or 
failure  to  meet  standards—including  press  reports-- 
automatically  r epulis  in  the  Commission  ordering  a  school  to 
show  cause  why  its  accredidation  should  not  be  revoked* 

The  Commission,  composed  of  five  owners  of  membei 
schools  and  four  public  member**,   is  autonomous  from  out 
Association.     Neither  I  nor  our  Board  of  Directors  can  over- 
rule its  accrediaation  decisions  or  standards. 

This  week,  the  Commission  is  in  the  process  of  further 
tightening  requirements  for  NATTS  accredidation.     To  be 
candid,  I  fully  expect   its  recommendations  to  engender  lively 
debate  within  our  Association--and  throughout  the  entire 
industry.     But  X  am  also  confident  that  when  the  Commission 
completes  it  work  later  this  year,  the  result  will  be  a  model 
for  accreditation  for  the  entire  proprietary  sector. 

However,    improving  accredidat iiM  requirements  and 
procedures  cannot  solve  every  problem,  for,  as  you  know, 
accreditation  is  voluntary. 

We  also  recognise  the  necessity  for  a  federal  govern- 
ment role  to  ensure  standards  are  enforced  ,\t  every  private 
career  school .     let  me  briefly  outline  recommendations  that  we 
have  given  to  Congress. 

1.     A  proportional  tuition  refund  policy  fihould  be 
mandated  to  protect  students  in  schools  th.it  lose 
accreditat ion . 
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2.  It  an  institution's  accredits  ion  is  withdrawn, 
revoked  or  otherwise  terminated  within  the  past  two  years,  it 
should  not  be  certified  or  recertified  as  eligible  for 
financial  aid  unless  accreditation  has  boon  restored  or  the 
institution  has  demonstrated  its  academic  integrity  to  the 
Secretary  of  Education. 

3.  The  Department  of  Education  should  be  granted  the 
power  to  suspend  temporarily  all  financial  aid  to  an 
institution  if  the  DOE  has  reliable  inf ormat ion  that  the 
institution  is  abusing  federal  funds— or  to  prevent  an 
institution  from  misusing  federal  funds. 

4.  Institutions  should  be  prohibited  from  using  anyone 
other  than  a  salaried  employee  to  make  any  determinations 
regarding  student  admissions  or  their  financial  aid 
eligibility.     Institutions  should  also  be  prohibited  from 
paying  any  commission,  bonus,  or  salary  incentive  to  any 
person  engaged  in  such  admissions  practices. 

3.  Institutions  that  nave  more  than  one  accreditation 
should  be  required  to  identify  which  shall  be  used  to  apply 
for  federal  student  aid  programs. 

Good  private  career  schools,  those  that  fulfill  their 
responsibilities  to  their  students,   have  nothing  to  fear  from 
rigorous  standards  and  close  public  scrutiny. 

in  closing,   let  me  point  out  the  private  post  secondary 
education  sector  is  making  a  critically  important  contribution 
to  our  nation. 

Last  year,  nearly  two  million  students  attended  private 
career  schools.     Sixty-one  percent  graduate  compared  to  $8 
percent  in  four-year  colleges,  4*  percent  in  public  community 
colleges,  and  3i  percent  in  Job  Corps.     Eighty -one  percent  oi 
these  graduates  immediately  find  jobs  lobs  in  their  chosen 
careers.     Indeed,  these  schools  provide  one-half  of  the 
skilled  entry  level  workers  in  our  nation.     And  they  serve  a 
significantly  higher  proportion  of  women,  minorities  and  at- 
risk  students  than  any  other  postseeondary  sector- 

We  are  committed  to  working  with  the  Congress  and  the  U.S. 
Department  of  Education  to  ensure  every  private  career  school 
in  our  nation  delivers  on  its  promises  to  students, 

Thank  you. 


#»  •  M 
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Senate  Permanent  Subcommittee 

on  investigations 


224 


"4t 


m&j. 


A.CX  TRAVEL  SCHOOL 

#w  north  rtoew  ^*XWAY 


ASTA 


(fir; 


>:  


1  »»«vi>y  «f^^       r/»'A-w<*         AC  '            'i»rfc*i  |  At"  T"J  k.n  fir  b*i«,  T**»v^  kj  ffw  T.4*v  **Vu  »    f  <*~ 

2  7h#  AC.  t  Ti**«*  :*f**i 

3  a  t ivt**«v  m  t.t  JD  trv>4Ktt         sf*TTi*4ve  r*  h^wwi  S*Jtfj  Caiw  b«ri  ^txjpi  »*  i^***  p^v^  »  f^M"«t 
AtS  ptovKtori          fiArmi>iT%  (S  Bf(4cdb>r|  A*f  l  um** 

i     L«%tKr^»r<<  AvvU4f*e  JV**^  no  t,n**»*n»5V  t*  *npftjvmsrt  b  »rk**e 

ACT  TRAVEL  SCHOOL'S 
"BASIC  IRAlNiNG  FOR  TH£  1RAVIX  iNOUSTRV' 


ftv*P*NOfNT  STl*0*  CCXWSi 


f*  S*K  NT  TftAjnr*<;  OCX  t^M 


AS7 


1  *jt+>*fiArt, 


CA&M  fXWN  f'AV  Mf  NT 
UNPAID  ttMAf^^ 
Of  LA«-M  HA»Ul 


•KNUAi 

HJCtNTAOt  RAH. 

rtM  t#Ml  ft*  ft 

..  o  -  v 


t  ft  AMCC  CHAHGt 


1  -  ffr- 


^  *i»«t^M  ft 

ft*  »wrM**5:-, 


TsH*J  S*ic* 


N«M*>  #  Al^WMt  ft*  *  ftft^ftW  I 


The  "Tviu^  C<M%e  Pnct"  rtv^J  U1  pa*5  r»M  p>u  la  Afl*-f i^V>9  ^V><Jeo*  It^v^g  Hx>  tn*uS  JtATj  tor* 

»u  ACT  AC!  wAM  *pp»y  the         to  av>v  saA^wtkJoq  taUx*  0<       lou»  C«u'Sr  Pi^e  »aci  tSAue  ycu  <  cfwc* 

fVOfO.   ALL  PKlC.tS  f-C^  Afth  AS  PWfiflfD  H£  ^  rv   iMiHi   AHf         CAMMVI^f,  OtA'&t  t  W'l  HI  SI 

CriARCif  S  OH  SI  «v>Ct  C^RGtS  COWrtCTfDOR  CH*f«GlD  VWTm  A^y  O  Th*      PROCfiAMS  U^tMC'lC 
fVOT  SOL  P  T^r  A  PA«t¥  AT  ANfV  TTMC 

*^.^0*rw»C^a^UrK5.n<;^ponnie  I  KAVl  RFAf^BOlM  STf  S  ANt^«Av{  W  C.{  fvt  O  A  COfY  Of  THt  LMO,  t  M 
AGRttMf.Nl  l  KAVl  toC.nvfcDANt>KLAO  THf  ACT  TftAVfi  SCX^>'  GMA4  OG 

N;»7k,L  TOHi^vi  li  fAf  IX>NC1  SK">N  THIS  CONTRA/  I  BFF  VCX;  AL>  {?  Ofn?  (t  CO»^AINS  ANV  f*i ANA  SPAf.  t  I 
(Hj  VOt.'  AH!  tNllUll^  TO  AW  EXACT  CO^V  O'  iHf  GONTRAC11  YOU  TO  fHOft  CT  YtH^«  ilGA. 


• — 


0 
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A.C.T.  TRAVEL  SCHOOL 

ADQTOONAl  TERMS  AND  CONPfDQttS  TO  THOSE  SET  FORTH  ON  REVERSE  SEE 

t       CrOvrKJi  to*  1  W^'yl^rt 

AC  T  fei*f**»  tot  ngtl  to  tamo**  any  tu^fcm  prof  m  eorrvp*t«.>rt  en  t*r*^  k*  an>  o»  rv  tofcxwig  (taton*  {«)  fa*ae 
to  make  any  p*y*Twrt  due  and  citing  AC  T  »«tn  r*n>  (JOj  day*  ate*  f  &  0>*  f«J  UA>#  to  t«r***o  wtce*t\*y  r*  tacs>eoo*v« 
Study  C(mW  *™3  R»«denf  Tj*m>ng  warvn  months,  tor-  toe  au^unce  olmt  c*  to*  en/ofirtW*  agreement  («*)  um  iu 
comply       to*  f*ae*  reytaafeuna  and  *e9*<r-*<  He%**<%  h*r*q  a*  «e<  to*  *  tv  catalog  ACT  s»af  notfy  toe 

Buder*  m  w*»ng  of**  to  termna*e  and  powftifctfto-etf  Tht  date  of       nyu  e  *i*g     tfoevned  to*,'  o««*aJ  t»mvna**\ 

CUM 

ft      fWlk*nd  Ppfcc  j 
AC  T  inaieanew  *  M»*W*i  r^vciflmrft*  mm  f^3 **<!nH»«»  snide** 

Uf  a-vJ  »KhjJ>VJ  \*>\  buSM**^  <%»fV  C*«  (n#'*nr*4  A|)»«m  Pjs  Lm  -ft  i+y^s  «v  Cef*nd  by  Bie  vmil 
to***  »s  rv  Mb»wy  »*V  **  mnm-s  pao  4  a«>y  «*»  t*»  (HtrvM 

Afkf  M(i*DUrnr  by  AC  T  ant?  toe  cap*****,  ol  ffH»  frvv  ('»]  ^vk"J  o^t  c-v<  1^*1  pei**J  toe  fck*fr<«  y***  be  U*Ue 
to  AC  T  as  Vjfc**\ 

(aj  AH*  frv*  (S|  Ultra**  day*  torn  bv  d,«ie  t?«  I  jvoUrm^nl  ^^wn  l*^o  accepted  by  toe  tttauf  and  unW  ACT 
fb|  Ahe*  f.w?  f6j  CHisKie^  ciiy*  ><jfti  0*>  oak       £  nro*nem  Ap<«m(<n!        t«*ti  a^rfK^I  by  ffv  K^x*i  *k5  *fkv 

U|  Afte»  cwTto*^«Q  «%         )PVio<>fc.  txi  p»M  k>  ooffv^uv  ?L%  o<  tf*  ^«jns  $TS000  pkA  ?5%    ff«  t«e^wvk.vt 

ttfl  K*h«  cxjn>p»evng  £5*  0*  r*  i^&tifw  af»d      to  arw*  *n.Xn^  oon^cHMi  &  b0%  ai  ffw  tos^rt%  $tb000  pfc«  *»0^ 

|v)  AVf  compirtnQ  more  ttaft  50%    »«  toe  Sue**  *  u-4XTnfc4*  tor  **>  tofi  inrtcpendtm  Su*>y  Courw  *Mcn 

frwn  AC  ?  prnx  to  Res****  TrartriQ.  or  <  a  tkiCte^  ft.  tfcoort*w*J  tot  good  cauw  by  AC  T  p**  »  Ra^dant  Tranng, 
n  no  kaxawy  fcx  rx»  R*?«janc  Irion©  tuaua 

AfHr*  tie  VMen  aacncH  to*  te*  imckKY  ciaw  w^kjo  l  r»  sMfenf  »*ques&  £aoc*»6awf\  ftudefi  i^aft  be  ka&*  to 
ACT  a»toa>«s 

ft>f  AVf  cofr^v^g  morp  fv»n  XJ\     Rt*rtent  rfa^ng  ana  up  to  *KI  tfVJ,*V^  coo^HeiPQft  gt  ?t>%  £3t  «#&0»H  7ia»i^Q 
of  <he  Hewctont  Traawic;  tofaoo. 

(c)  Afww  coflyvtoing  mty»  toan  25%  qf  Rcvcknf  Trjtfvoj  arxJ  up  to  and  r»ck«v^  ujn^jfoi^     50%  c*  Ra5toV*<  Tra*wift. 
SO4*  o<  toe  RewJani  V  ajrwy  i*cv\ 

«  toe  anTOoni  M>c^  the  fiUfenf  has  paid  to  AC  T  a»     toe  »ne  erf  c*xeUton  «  ^  ^  toe   f^wn  due  arxJ  ovwig 
c^jUerf  above,  toe  uu&vt  r^a*  be  >«aNp     toi?  oVfi^ence  r  toe  *mtvnt  owo  q.  tnvs  ma      a^iourt  pa<5.  AC  T 
tft^ts  toe  erf^v*  w^htA  fwty  [30}  oays  o#  toe  fiusjenj  v  ifJQMes  canceftatoo 
UL      f  *u*t ^  to  Compete  C^r»a» 

B.  wimo-v  1?  monr»s        toe  acceptance  date  of  rv  cwo8*rje«  agt€*e«vnt,      ^ut^-r*  r^s  fxH  tj*vm  rwdce  o<  ta/wUuxi 
axJ  h*-,      sav^acvyrfy  ccvr^ileted  ftevdeni  Tf^.^        *t  oE^wnc.  of  AC  T  to  ff*>  su«tem  si^n  ce^se  ft^,¥vi$  c\*rw* 
bf»  fna<3e  af>e*  *:»  months  turn  toe ' aca?ptanee  oatt-  o*  toe  er-citbt^ii         w>n  f?  ^wv^  «  >t^a«*ni%  to*(W  ft  patO  «n 
n;H         w^Jen  ciNjuos.        irrte  m*F  oe  g*ar«t«  Jyi  coft^teuw 
IV.      fmp*o|fTpent  Aft*i*tar>0t 

AC  7  w*  aa$t&s  eaci\  lauded  «*eK>  «  m  ff*  procevi  of  ^xv^v»^y  €-0^*1'^  f*.-^*Vfa  Tia^w^  by  pf<i«Jncj  toe  toft.-w^ 

(i )  A-Jyxt  arvl  ru»ucvort  on  pfoicsiofVff  rr^r  and  a«*Mr*M*    wmw.  »w»  ff*e  Mevw>e*w>cj  ^mxe^ 
-  p*o<esvoruiy  p>cp«0d  friirnei. 

{ij  ACT  actvefy  tnkxmi  r*v^  Agency  ano  oCr«  frUi«3         ^i»niH0  u**<.i.rw'»  ot  r^c  tuning  pa>*vx<f 

fT*  s^aaa^ify  o<  ttude^d  fc«  rrvnacMke  piaceni^ 
[V'.Ct  ArMi  R  AC  T  ax.^  not  ouaraKfte  *ny  sAv^nft  a  hxj 

Clrfvset.  *^e  h*^  evefy  Muno*y  fvou^  t?K*-y«  tn»  *****  hu*Li/v  «^  T*t»Aki   cX*w*fmnod  by  rv^uoor  a'XJ 

a  t  hom  »«<evt  for         CV  n«ucvr&  fu«<  a  tot  t  ^.i  llM(  i  r^,^  k,  Cx.^       ^  t^^<  at<*^ 

fn.w  kMeuie  aJxrwe  Ur-Ancvsoc  ncsMVi^tJe  nicntui^'Ofts 
Vt  At>wn|ae«am: 

BecaL«c  »mwoefx»es  an<j  *vsw%  c#"  devf*oci  (^vr^^^v^,  «^  s\i«  ft^jjte  »A1  .  -^^jrvae  "make  i*p"  Ars 
a^ceputjie  e»piAA»von  to  you*  «i*u^i  «n«  be  nece*-»y  an.1  ^m-M  i>^^-^l  atrtentt^iVTL  nn,  rcv4  »n  ft^i 

V«  Atlendanor 

T'»e  la*  daie  of  a&enda>^e  &nafl  be  detem-nfjd  £jr  e*      (.t^vV  {rt^  7l»%  a^  1    aft  wrtert  ma&er  cove*o<i 

at  Wei^Jem  Vam«n<; 
VW       $#r»oktng  in  Claw. 

'  kKVVHvUc^  ^  h*¥ip        ^  AASaonrf  Te«t>v  -  O  (Aj>wwnw*  %tati«d  a*w  *f  Se*nA  on       »^rf%e  vde 

be*P«V  t  ^  \ 

.  Cxi  .  'A.   ^  ^-j..;: ...  /}f? 
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A.CT.  TRAVEL  SCHOOL 

46*  NORTH  Fa^mU  MttWttY 


(fit) 


OHiifT  #     iQr..  , 
PERSONAL  QUALIFICATION  AND  PROFILE  FORM  (POP) 

lho  nicwTTv^^  rraurctorf  on  fh*  s"w*  i%  <**y**i  K>         m  tx>  «**>ation  ct  your  ab*y  «0  i*me«  from  ACT  trav* 
S*i*x*s  Irnv*  PVo9»am  R  *«.  p.o«*>s  nkwmaton  ****  mav  tx>  uv*»>  *  V**  *****  School  PUci*n*m  Oc^wvuem 
you  the  A£¥*t»f<.  C^n  awnj***  P»s  kwro  IVwh*  port  your  aro»«r*    awy  qu«*Q" 


i  PERSONAL 

A*X*«>*  •  ^ 

P^rtOtfth  ...  .     .......  S*ng*> 

|Q(;rtl»i*n         US  'hj-         a  .    .  ,  _   

II  EDUCATION 

A*tr      *»       St  f**rf  w*^»**k  r ».*««*  <*f  f<r         u»f*«i«it»' '  *♦,■>' 

Afe  yt»u  n  the  process  t*  i*fc«fw*j  >w  *<?n  hchfw*  d»pM»w  ' 

N,im»'*<  C**H*^<v  s. 
Aut-  Vu  ,ihH-  t.-n;«  "Ai  f",        <  r»*»»*n  r. 

Iff  EMPLOYMENT 


G1V  .*'w5  M.i*- 
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Inoown<fldsfl  indacoapiart  toi  <nw#wnc 

A    Car  you  t&rf  your  tt*nr>Q * hom«, mrtj^   

B    WbutiyaubawOngtoaludySto  C  hounpw  ■at*.*  

V  AFTBt  GRADUATION 

Plaao  chpcfc     tptoic  mm  of  ■  you  pratei 

.  A   TranlAyert    E    frvtepeuttont  CX^kJo  Sate*porsoo 

. ...     _  8    focGuKli  ¥     HnfcS/MoM  tt**fsonw*vt> 

 C   Tc*«lAg»l/f*B*«*omi  .    ,  G    Amfrak/C*  He***  Aqo* 

.    ...   0   Grvw U* FtaCrosc****  H  Other 

frt  m*uc  cty.'qacg^phc  «tm  wcutt  you  Ito  to  be  •tnptoy<tf'>      

VI  REFERENCE 

Ptoatt  Kt  tw  namt*,  m&c*m*  and  (tune  numtan*  ut  3  puupkj  have  known  you  toi  *  fe&a  3  y*ar&  (nol  rttafctf 
toysuf 

 _         _.   ,.,.,„.„...  .„     _  _  _  pt^^   

Adttrn&     .  . ._  .  tmm  t  ^   

Harm   .  . .  .  ,  .    ,  f^fwoe  ..... 

Acmtp^a   k     .  „.  w    „  .  _  

****    -     .--   .     .   ttwrie   . 

Aikfrws*      

Nam** of  your  bank  . ..    _  ...   _.  _    ^   

Arttffevs.    _.  _      .   .    

Sawng*  Owctang  Visa  ...  MC 

>  uvtfv  ti*  tits  PQP  a  tax)  out  accura**y  and  honesty  *>  &£**fcrn,  i  AC  I  %       of  my  rwr*»  pfwfcx?ap*»  dfid 

c**w  r**ma»on  about      tar  *s  purpoun*  ndudng  imrtmoB  n  jctx  pUscemort 

S^vmjff.  .   _      Lj.m 

DO  HOI  WHfTC  TNtS  tWt 

AMAtVSS  ~  AStiTV  TO  BENEFIT 

t*r*  NUHVWVVfcR   

i  centy  t\m.  during  my  rtafvww  ot  fw  above  named  apphcani  t  courtbrtrfi  twn  rv«  ^  kt  it*  **iul«*u*ui  ^hikkxJn 

**soe<*nd  wtft  AC  T  Titm*  Sctooft  Trwaf  Piogram  to  fcgftf  fwetf  afcng       my  *n^*evyoni    tfv*  .ipplrants  ,"VJp*wwve 
enactor.  pocwuMMyi  anfmstasm  and  apMajde.  I  boatw  h&it»  «  quaM<wJ*iiCKt«aW«»d  (crcie  <*ppftTpfMSc»  o»v|  Jo  fivnlhwnl 
«      T**kw  Program,  a*  C»ng  at*  to  Mndaratand  ancf  beneM  tx>m  *  f  aKci  f        that  rw*         *vit  h.?s  h^vd  h(»v^ 
«t  tactam  to  torn,  quotums 
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f  e  » -  ft  * • va   fri       %  s no 


OUTCOIKG  CALLS  ftv»r«lV***  T<> 


MV  COMPACTS 


*r**eirt  Sefcawetftee 

Iht  Student  Service*  Department  vsli  contact  nevly  «r  ti»«tt|rtto« 

enrolled  student!  to  greet  them  end  explain  to  them  ISr__  - 

vhet  the  Student  Services  Department  he»  to  ofJei.    WIhW  ff—J-fcc 

Xhe  following  guide  iinee  ehould  he  adhered  to: 

1.  Welcome  the*  into  the  progrem. 

2,  Ask  *f  they  ere  en^oyin*  then  Jeseons. 
Answer  any  Queetiena  they  may  heve  vith  regard* 
to  either  their  lessons  or  school  procedures. 
A*k  them  if  they  enjoyed  the  video  their  sales 
representative  shoved  the»  vhen  they  enrolled, 
and    vet  he  able  to  anever  ell  their  questione? 

,     wee  the  depoiit  liven  to  seles  rep.  cash  or  check? 
6      Aik  hov  they  heerd  about  our  school . 
/?      Heve  then*  start  thinking  about  fcesident  Treinini. 
y     A&[    Verify  their  address  end  telephone  number, 
j       O       \jp  Get  g  telephone  number  of  •  friend  or  vork  number 
\t*tr+6  if  en  siternete    number  if  ve  cannot  reach  them 

\Sj  V*  at  their  home  numh»r»  .  . 

<rt*VVlO.  Remind  them  to  let  us  knov  IMMEDIATELY  if  they  move. 
*  ftAV     n.  R*»tnd  them  that  ve  ere  here  to  help  them  in  anyvmy 
Y    \fy  Vt  C"  tP  thCif  HoB*"StudT  enjoyable- 

REMEMBER  TO  RECORD  aky  PROBLEMS  OR  ORUSUAL  answers 
iV>  A  IN  YOUR  REMARKS  COLUMi  AND  BRlRG  II  TO  YOUR  SUPER- 
Vv         nS0RS  AIIEKTIOK. 
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AMERICAN  CAREER  TRAINING 
CORPORATION 


ADMISSIONS  REPRESENTATIVES 
TRAINING  MANUAL 

Rev«cd  April  1989 
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H    Background  of  American  Career  Training,  Corp,  (A.CT.) 


A.  founded  in  June,  1982.  in  Pompano  Beach.  Florida 

B.  grown  from  a  local  school  rn  South  Florida  to  over  135  representatives  tn 
ovei  25  stalest 

C.  most  lerrnorics  have  wguial  representatives  hucd  (very  httic  turnover!) 

D.  currently  employs  over  300  people  in  iis  staff  and  faculty. 

E.  student  body  growth  -  from  50400  students  in  home  study  to  over  25.000    %  pr- 
iority and  from  8  students  in  Resident  Training  to  almost  400  today.  a  ^ 

F.  ACT.  has  successfully  trained  over  35,000  students. 

G.  ^j^X^LLjc^flft^  «*for  rggUtefftd  with  A^Dcaiament 
eig^stjatciepffi^^  tn^usjn<S3,S<AooJs 

H.  nationally  accredited  by  the  National  Home  Study  Council  since  March.  1985 

/ ;     A.CT.  is  the  youngest  school  to  receive  national  accreditation  in  the 

history  Of  the  NJiS  .C. 
2 }     A.CT.  is  one  of  only  rwo  schools  to  be  accepted  on  its  first 

application 

3 )     Joseph  A.  Calareso.  President  of  A.CT.  currently  senses  on  the 
NMS.C:*  Board  of  Trustees 

I      Both  A.C  T.  Travel  School  and  The  Hart  School  for  Professional  Secretaries 
are  members  of  the  Florida  Association  of  Accredited  Private  Schools  and  the 
North  Browaxd/Pornpano  Beach  Chamber  of  Commerce. 

J .      A.CT.  Travel  School  is  also  a  member  of; 
AST  A  •  American  Society  of  Travel  Agents 
NTA  *  National  Tour  Association 

K,     The  Han  School  for  Professional  Secretaries  is  also  a  member  of 
Professional  Secretaries  International 
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IV.  Basic  Responsibilities/Procedures 


Leads 

Generated  from  newspaper  advertising,  referral  cards,  flyc/s.  etc  ,  are 
distributed  EVERY  DAY  to  representatives.  Ail  leads  received  by  phone 
be  entered  into  our  computer  and  sorted  by  rip  code  assignment  to  each 
representative.  It  is  die  rgFicsentatjve/$  responsibility  to  call  each  day  for  leads 
and  messages!! 


ice  T| 
ros-  B 


3.  Enrollments 

When  enrolling  a  stndent,  admissions  representatives  MUST  call  the  home  office 
to  notify  and  report  student's  name,  address,  lead  number  and  amount  of 
registration  fee.  (TJiygryjs^^^  hard-io-close  pros- 

pectst)  At  this  point,  a  letfer  is  sent  <mt  to  tke  srudertt  fiom  the  placement  director 
(see  Exhibit  A-t  &  A*2),  thus  reducing  any  chance  of  buyers'  remorse  and 
cancellations. 

If  the  student  requests  an  application  for  a  Student  Loan,  it's  at  this  time  that  the 
call  can  be  transferred  to  Financial  Aid 

ALL  ENROLLMENTS  ARE  TO  BE  MAILED  IN  TO  HOME  OFFICE  ON 
THE  SAME  DAY  OF  THE  SALE!!? 

NOTE  -  a  student  has  5  business  days  to  withdraw  and  receive  a  toil  refund  from 
the  dare  of  ACCEPTANCE?? 

Enrollment  are  accepted  daily,  as  receivied,  and  are  sent  a  formal  letter  of 
acceptance  with  a  copy  of  their  fully  signed  enrollment  agreement 
(see  Exhibits  B  1  &  B-2). 

C  Commits  fans 

A  $300.00  commission  will  be  earned  for  each  enrollment,  on  a  50/50  split  until 
representative  is  paid  in  full 

Half  of  aO  monies  collected  from  student  at  the  time  of  enrollment  will  be  paid  to 
rep  (up  to  $300.00).  If  full  commission  is  not  earned  from  irdtiti  enrollment  Ice. 
then  half  of  all  student 's  payments  will  be  pajd  to  rep  as  collected  until  reP  h.w 
been  paid  in  full. 


Examples  Down  Payment 

$600.00 
300.00  s  . 
150.00 


Commission  Paid 


$300  00 
150.00 
75.00 


Cwnmissjoij  cbedc*  are  cut  and  mailed  out  each  week  with  a  detailed  printout  listing 
each  active  student  with  commissions  due.  ;tn  the  event  of  a  refund  being  tssued  to  the 
student,  the  rep  may  be  "charged  back"  a  portion  of  his/her  commission  > 
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SET  THE  STAGE  AND  STAY  IN  CONTROL 


J,      Variable  Situations 

A.  Physical  contact 

B  Menial  contact 

C.  Consideration  of  fourstlf 

D.  Consideration  of  buying 
£.  Need  or 

F  Want 

G.  Resolve  to  buy 

2,      Five  Components  <rf  Each  Sate 

A.  Ssmss 

L      Familiarity  with  product  or  service 

2.  Recognition  through  advertising 

3.  Sense  of  "Okmss" 

B.  Kttd 

/.     Determine  the  needs  or  wants  of  the  prospect  from  a  benefit  basis 
2.     Turn  the  features  of  the  product  or  service  into  benefits  that  will 
serve  their  specific  needsf 
C     Bflxteg  "r  Smote  u 
Erics  ^ 

/.  Tuition  is  an  investment 
2.     Justified  by  their  needs 

V 

Remember:  ^ 

tovrr  mention  a  feature  if  it  can't  be  turned  into  a  benefit  to  serve  the 
prospect's  needs. 

prospect  tell  you  what  they  wont  to  hear.  Use  the  F.QJFJ 

When  more  than  one  is  to  be  sold  be  sure  to  "set  your  stage  '  and,  above  all,  do 
your  own  selling.  Don't  expect  an  untrained  person  to  be  able  to  sclL 

When  your  presentation  is  interrupted,  always  repeat  what  has  been  covered 
before  proceeding. 
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IX.  fe^2gm^?»J 


A  CX  Travel  School  traums  people  in  the  uavei  industry  *  those  who  want  to 
become  travel  agenrs  or  work  for  airlines,  either  m  a  ticket  agent  or  rcscrvationis*. 
Some  like  to  get  involved  wuh  cruise  lines,  others  with  car  rental  agencies,  some  with 
motels,  *u4  some  in  the  tour  business. 

A  lot  of  people  get  started  in  the  industry  because  of  the  many  benefits:  It's  a 
billion  dollar  industry  and  ajot  of  people  can  make  a  lot  of  money -jpd  have  a  lot  of  run 
doing  it.  Some  people  who  want  to  become  travel  agents  get  started  in  this  because  of 
the  "farn"  trips.  These  are  the  trips  that  hotels,  cruise  lines,  and  airlines  offer  They  are 
all  anxious  foe  you  to  sell  their  business.  They  offer  "fam"  trips  to  encourage  you  to 
book  yocr  clients  on  their  airline,  cruise  ship,  etc..  Then  you  can  specialize  in  rpectfic 
things.  If  you  want  to  specialize  in  the  Caribbean,  there's  a  lot  of  islands  over  there, 
you  could  take  trips  over  there.  These  trips  normally  are  free,  some  involve  *  small 
surcharge.  Some  people  get  involved  in  the  rescrvatiooistAickct  agent  field*  because 
they  can  get  free  tllve^ot;|thern^ve|.  as  well  as  their  families. 

Another  good  benefit  is  that  you  can,  liyc^anvwhera-  Wg  have  people  now  that 
we  place  worldwide.  As  a  matter  of  fact,  we've  got  some  now  in  France.  British  West 
Indies,  as  well  as  all  parts  of  the  United  States, 

Another  benefit  is  fleaibiliry.  You  can  work  full  time  or  pan  time,  Of  course,  if 
you  have  no  Job  right  now,  you'll  certainly  warn  a  full  time  job.  If  you're  raising  small 
children,  you  may  want  to  take  a  pan  time  position.  You  can  also  work  from  your  house 
and  just  book  travel,  working  strictly  on  a  commission  basis. 

fcanx  goy;  pay^Our  presentation  manual  rama  dm  ii<vuui»  imuvnoUv  tot  u*k1 
agents  ranges  between  $1^000^  S20.Q0Q,^Nationallv.  tn  the  airline  industry,  in- 
comes we  over  $23,000.  Of  course,  this  all  depends  oh  what  area  of  the  country  you 
come  from  When  you  are  first  starting  out,  no  one  expects  to  make  a  lot  of  dollars,  but 
this  is  the  national  average. 

This  is  certainly  a  respected  profession.  it's  a  lot  of  fun   if  you  say  you  are  3 
travel  agent  or  are  working  for  the  airline,  it's  certainly  a  prestigious  job. 

You  can  discover  excitement.   In  the  travel  business,  visiting  various  places  and 
meeting  a  lot  of  interesting  people  is  certainly  exciting. 

You  are  on  your  way  to  having  a  great  career  opportunity.  In  this  industry,  you 
can  eventually  own  your  own  business  and  anybody  would  like  to  do  that. 
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This  a  a  Personal  Qualification  Profile  form  for  you  to  complete  This  will  help  u* 
evaluate  your  jfeUify  to  benefit  from  the  course.  It  provides  u*  with  information  regarding 
vour  personal,  educational  and  employment  history.  We're  gouig  to  ask  you  in  your  own 
words  why  you  want  to  get  starred  in  the  travel  industry.  If  we  recommend  you,  we  hope 
you  could  start  today.  You  will  be  worfcng  5-10  hours  per  week  on  your  lessons  You  need 
to  specify  what  area  of  employment  you  are  looking  for  and  what  geographic  area.  We  will 
need  some  references.  And  some  financial  infortnauoa  on  savings,  checking,  VISA.  Master- 
card, or  just  cash  on  hand.  We  will  need  your  signature.  Then.  HI  review  this  form.  If  I 
feel  that  i  can  recommend  you  for  this  school  <a  recommendation  is  necessary  for  admis- 
sion), I  will  sign  this,  indicating  that  you  arc  qualified  for  entry  into  the  school  I'll  also 
need  that  tuition  deposit  I  mentioned  to  you  before,  on  the  phone,  as  well  as  a  photograph. 
This  will  go  in  ^  the  admissions  committee,  who  will  review  your  application  and  within  a 
period  of  five  days  you  will  know  one  way  or  the  other  if  you  have  been  accepted. 

I  have  here  a  Travel  Connection.  Once  you  graduate  from  the  school,  you  will 
receive  one  of  these  every  month.  This  tells  about  job  opportunities.  There  are  four  pages  of 
job  opporomics  in  this  one.  as  well  as  do's  and  dont's  for  job  seekers,  and  where  some  of  our 
recent  graduates  were  placed  You  wtfl  notice  that  many  were  placed  in  hotels,  tour  compa- 
nies, travel  agencies,  cruise  lines,  airlines,  and  car  rental  agencies. 

We  want  you  to  be  successful.  After  all,  we're  only  as  good  as  the  people  work- 
ing in  the  industry.  1  have  a  couple  articles  here,  one  from  TWA.  It  says  that  the  major- 
ity of  openings  that  do  occur,  occur  in  the  reser/ation/saies  agentAicket  agent  Held, 
These  position*  are  normally  filled  by  experienced  and  trained  people.  Deregulation 
has  caused  a  lot  of  travellers  to  flock  to  travel  agents.  Prior  to  1973,  agents  were  not 
required  to  be  be  trained  That  has  now  changed  You  need  computer  training.  I  have 
an  article  here  that  says,  "Fly  high  with  a  good  travel  school'1  Of  course,  we  know 
wefre  good.  We've  been  in  the  business  now  for  7  year?.  We  have  enrolled  numerous 
people  and  have  an  excellent  placement  record.  In  an  article  here  out  of  Pompano 
Beach.  Sharyn  Cole  our  placement  director  stales  that  if  the  student  has  the  right 
atitude,  there  is  no  limit  to  what  he  can  do.  We  can  normally  find  them  a  position 
anywhere  in  the  world  they  choose. 

I  have  some  testimonials  from  students.  This  one  is  from  Sherrv  Roberts 
it  $.«>■*,  "I  must  erophastfc  A  CT  is  an  outstjndm^  travel  school  and  anyone  who  is. 
contemplating  a  career  in  travel.  I  strongly  lecommend  this." 
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I  mentioned  the  Travel  Talks.  We  have  a  testimonial  here  from  Evelyn  Nixon,  which 
says.  "A  C  T.  staff,  my  sincere  thanks  go  out  to  all  of  you.  I'm  on  my  way  to  a  promising 
career  with  American  Airlines.  I  have  two  more  weeks  of  training  to  go.  We  wdl  receive  a 
Welcome  Aboard  pass  to  go  anythere  we  want  to  at  that  time. '  *  Evelyn  was  a  resident  of 
North  Carolina  and  she  just  became  a  reservauonist  in  Hartford,  Connecticut  wuh  American 
Airlines. 


Here  is  another  letter  from  Teresa  Joiner,  who  states  thai,  "This  ts  a  thank  you 
note.  I  would  never  have  been  offered  this  job  if  my  employer  had  not  been  impressed 
with  my  schooling/' 

yii  ge^^epu^atem^t^ik^u^Vg  get  them  from  outstanding  graduates 
of  the  school.  ThiaJcjte^Jxo^^^  tfckcj  aggp> 

W^^a^jM^m  ^JaUahaj^ee^^ihin | two  days^she  , 
g^Qgen^anLjhis  letter  is  from  Budget  Rem-ATS!'  Tfiey  ire  pgyjngan  iveri^L 
H^^hottr  with  additional  benefits.  I  like  this  letter  from  Continental XtiIm  which 
was  sent  to  Shaxyn  Cole.  *T  would  tike  to  take  the  opportunity  to  thank  you  and  your 
staff  for  helping  us  to  meet  our  hiring  needs  with  such  well-trained,  qualified  students. 
I  was  certainly  impressed  with  your  facilities  and  staff."  Wc  have  some  letters  from 
President  Reagan  who  commend*  the  National  Home  Study  Council  for  the  success  it 
renders  to  the  nation.  'Through  study  at  home,  citizens  of  all  ages  enrich  their  lives  and 
prepare  themselves  for  more  productive  roles  in  their  community  and  the  nation/' 

We  are  accredited  by  the  National  Home  Study  Council.  There  are  well  over 
10,000  schools  in  the  United  Stares,  but  there  are  only  104  that  are  accredited  by  the 
National  Home  Study  Council.  We  were  one  of  two  schools  in  its  history  to  be  approved  on 
the  first  application.  Here  are  photographs  of  some  of  our  graduates. 

Of  course,  the  only  question  I  haven't  answered  is,  ''What  does  this  program 

cost?"  The  cost  is  .  m  .  X^ajgjfoaj^ jfigpfe  payJkail  up  front.  If  this 

creates  a  problem,  we  do  have  other  payment  plans ™  Or,  you  may  just  be  one  of  those 
lucky  individuals  who  qualify  for  a  Guaranteed  Student  Loan,  If  that  is  the  case,  we  can 
wave  these  payment  plans,  and  I  can  recommend  you  for  acceptance  into  ACT.  with  a 
deposit  of  $25.00. 


BEST  COPY  AVAILABLE 
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on-the-job  type  problem  solving  You  art  going  to  unptovc  youi  skUis  Vou'ie  gomg  to 
improve  your  sp<ed  and  accuracy  in  typing  because  we  hope  to  get  you  up  another  ten  to 
fifteen  word<  per  minute  You'll  be  domg  a  lot  of  transcription  Thats  important  There  * 
no  shorthand  any  more  It's  actually  transcribing  dictation.  You  wilt  be  also  woikrng  with 
the  Wang  Woxo  Processor.  Of  the  1 20  dock  hours  you  wiH  have  at  Resident  Training.  SO 
plu$  is  going  to  be  on  typing,  word  processing  and  transcription 

You  art  also  going  to  be  naming  in  realistic  office  situations   You  wd!  be 
learning  in  office-type  environments,  how  to  handle  the  equipment  in  ttvse  offices,  also 
solving  certain  stations   We  also  have  a  self-dixected  job  search  department.  we'll  be 
teaching  you  employshility  skills  and  Professional  Image.  When  you  graduate,  you  will 
receive  t  diploma   You  will  be  meeting  with  oux  placement  department  and  they  wdi 
prepare  resumes  tor  you,  they'll  tell  you  how  to  dress,  how  to  handle  yourself  at 
interviews.  As  a  matter  of  fact,  we  have  many  on- campus  interviews  being  conducted 
by  outside  companies 

When  you  graduate,  as  we  mentioned  before,  you're  going  to  be  qualified  for  an 
entry  level  position  as  a  secretary,  a  general  secretary,  an  executive  secretary,  or  a 
clerk/typist. 

We- are,  licked J^jj^gg;,  ^??J\^^1^members  cf  *hc  Fion<!*  *ssc>datlcm 
of  AccreSted Private  Schoofsjas mSJSu iaT AccreSteoby  the  National  Home  Study 
Counca.  We  are  also  a  member  of  Professional  Secretaries  International. 

I'm  here,  actually,  to  interview  you,  answer  your  questions,  evaluate  you,  see  if 
you  would  qualify  to  come  into  our  school. 

At  thia  time.  I  would  like  you  to  fill  our  a  Personal  Qualification  and  Profile  form 
This  will  tell  me  whether  you  will  benefit  from  the  course  and  whether  I  can  recommend 
you  for  our  school.  Of  course,  aU  1  can  do  is  recommend  you  You  ha^e  to  be  accepted 
by  the  admissions  committee. 

jpvgxvthing  looks  goo^oryhc  JPersonal  Qualification^  lnc 
just  explain  a  httte  about  what  is  happening  "here    A  lot  of  women  get  MarteS  u;  ' 
business  and  eventually  move  up  the  ladder.  That's  what  this  shows  -  people  in 
advertising  and  broadcasting.  It's  very  hard  to  find  a  good  secretary,  so  when  the  boss 
has  one,  he's  going  to  try  to  keep  her.  How  does  he  do  that7  He  gives  vou  pay  raises 
and  other  benefits.  This  article  says  the  crnployeis  might  be  ante  to  fill  about  half  vi 
the  expected  annual  openings  with  students  who  have  completed  secondary  oi  post 
secondary  secretarial  programs.  That's  what  we  are  -  a  post  secondary  trade  scrW 
We  we  looking  for  the  secretary  with  the  right  stuff,  who  can  get  things  done,  who  ts 
poised  and  pohshed,  one  who  can  think,  one  who  can  organic  and  coordinate,  has  the 
self-confidence  and  self-discipline  to  be  successful.  Of  course,  if  you  look  in  the  w^nt 
ads,  this  f$  just  one  page,  from  the  September  27  Palm  Beach  Post,  there  are  plenty  of 
jobs  here,  incomes  ranging  from  Si 8,000  to  $24,000. 
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This  is  the  new  electronic  typewriter  you  will  receive,  Of  course,  it  has  *  50,000 
word  dictionary  in  it,  it  has  I  processing  system  that  allows  it  to  recall  or  delete  *e*t  using  a 
built-in  character  memory.  A  nice  typewriter.  One  that  has  a  good  retail  value. 

Here  is  an  article  from  our  placement  director  which  states  that  she  just  had  a 
conversation  with  a  representative  from  Noreil  Temporary  Services  regarding  our 
program.  She  was  so  impressed  with  it  that  she  is  anxious  to  start  hiring  secretaries  in 
her  temporary  services.  She  has  235  locations  throughout  the  United  States. 

This  article  says,  "Vocational  schools  offer  fast  job  training."  This  one  lays, 
"Only  half  the  nation's  vocational  schools  meet  the  minimum  standards  set  by  accredit- 
ing agencies  recognized  by  the  Department  of  Education."  If  you  want  to  check  out 
schools,  they  tell  you  to  check  with  the  National  Home  Study  Council  in  Washington. 
DC.  You  will  notice  that  we  are  members  of  the  National  Home  Study  Council  since 
1985.  We  have  numerous  Setters  here  from  President  Reagan. 

The  only  thing  I  haven't  told  you  ts  what  our  tuition  fees  are.  They  are 

 Vou  can  pay  it  all  up  from  or  they  have  payment  plans.  Or  you  may  be 

eligible  for  a  Guaranteed  Student  Loan.  If  you  are,  this  is  what  I  need  from  you.  I  need 
two  enroUent  agreements  signed,  one  I  keep,  one  you  keep.  I  have  a  completed  ques- 
tionnaire, mrf  ^  yfffi  &  myyrpm^  V0l|  because  I  $jrOlJ£C^^  SjZSSgSk 

I  need  a  photograpn  and  tne  tuition  deposST  Vitnin  a  period  of  five  days  you  wiU  know 
whether  you  have  been  accepted  by  the  school. 


BEST  COPY  AVAILABLE 
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EXHIBIT  T 

CREATIVE  MARKETING 
WHERE  ARE  THE  PEOPLE? 


LffiMPLQYMEKIOJCHCEi. 


iMARKE 
APARTMENT  COMPLEX 


I  HOUSING 
fi US STOPS 

FOOD  STORES;  SUPERMARKETS 
K*MART 

DISCOUNT  STORES 

PARKING  LOTS 

WOMEN'S  CLUBS 

ELKS 

EAGLES 

BANKS 

OFFICE  BUILDINGS 
STRIP  SHOPPING  CENTERS 
MOBILE  HOMES 
YMCA 


Y.W.CA 

PARENTS  WITHOUT  PARTNERS 
NEIGHBORHOOD  MEETINGS 


fir^scHobls 

SOCIAL  SERj 


DENTISTS  ■  YES  D.D.S- 
ATTORNEYS  •  YES 
SCHOOL  TEACHERS 
PERSONNEL  OFFICES 

AUTOMOBILE  AGENCIES 
MOBH-E  HOME  PARKS 
CHURCHES 


AND  THE  LfST  GOES  ON 


PEOPLE  ARE  EVERYWHERE! ! 


ER?C 
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This  is  the  new  electronic  typewriter  you  will  receive  Of  course,  it  has  a  50.000 
word  dictionary  in  it,  it  has  a  processing  system  that  allows  it  to  recall  or  delete  text  using  a 
built-in  character  memory.  A  nice  typewriter:  One  that  has  a  good  retail  value 

Here  is  an  article  from  our  placement  director  which  states  that  she  just  had  a 
conversation  with  a  representative  from  Nocell  Temporary  Services  regarding  our 
program,  She  was  so  Impressed  with  it  that  she  is  anxious  to  start  hiring  secretaries  in 
her  temporary  services.  She  has  235  locations  throughout  the  United  States. 

This  article  says.  "Vocational  schools  offer  fast  job  training."  This  one  says. 
"Only  half  the  nation's  vocational  schools  meet  the  minimum  standards  set  by  accredit- 
ing agencies  recognized  by  the  Department  of  Education/'  If  you  want  to  check  out 
schools,  they  tell  you  to  check  with  the  National  Home  Study  Council  in  Washington. 
DC.  Yon  will  notice  that  we  are  members  of  the  National  Home  Study  Council  since 
1985,  We  have  numerous  letters  here  from  President  Reagan, 

The  only  thing  I  haven't  told  you  is  what  our  tuition  fees  are.  They  are 

 ,  You  can  pay  it  all  up  front  or  they  have  payment  plans.  Or  you  may  be 

eligible  for  a  Guaranteed  Student  Loan.  If  you  are,  this  is  what  T  need  from  you.  I  need 
two  enrollero  agreements  signed,  one  I  keep,  one  yon  keep.  I  have  a  completed  ques- 

I  need  a  photograph  and  the  tuition  deposit.  Within  a  period  of  five  days  you  will  know 
whether  you  have  been  accepted  by  die  school 


BEST  COPY  AVAILABLE 
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FROM:        John  Wash 

TO-  Ail  Adoiissicn  Representatives 

Wc  til  appreciate  ihe  effort  and  TEAMWORK  dernonsuated  as  wc  compiled  the 
following  list  of  suggestions  to  generate  ad&unnai  business.  Oui  anticipation  to  see  your 
mxmbexi  increase  has  already  been  revealed  ir.  our  198S  projections  and  individual  quotas. 
Good  luck  in  tbe  new  year  and  watch  for  more  exciting  news  to  increase  your  production' 

1.  Handouts  at  malls. 

2.  Call  churches  speak  to  pastor  first,  then  to  young  people's  counselors.  Many 
church  groups  have  nights  where  they  have  a  panel  of  people  in  different  careers 
for  young  people  to  ask  questions. 

3.  Leave  car  signs  on  -  even  when  not  working. 

4.  Use  referral  cards  at  every  interview. 

5.  Talk  to  waitresses  in  fast  food  restaurants 

6.  Use  billboards  at  fitness  centers,  laundromats,  housing  projects,  condominiums 
and  apartment  projects. 

7.  Encourage  prospect  to  bring  someone  along, 
g.      High  School  career  counselors. 

9.  Rehabilitation  centers. 

10.  Chain  method  -  get  I  lead  from  each  enrollment  Use  PQP  where  references  art 
required. 

1  i.     Contact  managers  of  city  parks  -  present  program  to  them 

12.  Stay  b  touch  with  students  and  graduates  showing  interest  m  their  progress 

13.  Upon  enrollment,  get  two  referral  names  and  phone  numbers.  Then  give  the 
student  3  referral  cards. 

14.  Visit  travel  agencies  in  your  area  -  leave  your  card  with  the  manager. 

15.  Bus  systems  offer  inside  advertising  on  the  buses 
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16.  Conducting  Saturday  sits  At  ruril  grocery  store.  Put  up  notices  in  30-35  mile 
reditu  giving  date,  time  md  place. 

17.  Leave  business  card!  and  t*  ochures  in  all  fast  food  restaurants. 

(£y    Drive  through  large  housing  projects  SLOWLY  with  door  sign  on.  Best  times  are 
Friday  afternoons  and  Sunday  afternoons. 

19-     If  a  student  is  a  motivator  and  a  go^gejujn,  type  person.  1  ask  that  we  set  up 
another  meeting  in  her  home  in  about  4  or  5  day  s  with  at  least  5  friends. 

20.     Always  wear  lapel  pin.  Ptn  can  read  -  Joe  Doakes,  Admissions  A.CT.  Travel 
School  U4CKM32.3Q04  FL) 

£17    Meet  with  the  managers  of  low  income  and  government  housing  apartments. 
Give  group  presentation, 

22.  Keep  in  touch  with  the  O.E.D.  Board  Classes  are  normally  held  at  night  -  Adult 
Education. 

23.  Put  business  cards  as  city  libraries  in  the  travel  section. 

24.  Purchase  personalized  car  tags  from  the  state.  Tsg  reads  AC  T.  or  CAREERS. 

25.  Contacts  in  some  of  the  hospitals  or  hotels  (maids). 

26.  Rem  space  in  mall  when  •  TRAVEL"  is  the  theme. 

27.  Find  school  counselors  who  work  with  High  School  Seniors  who  have  no 
intention  of  going  to  college. 

2S.  Rent  space  at  local  Sea  markets. 

29.  Place  literature  in  physicians  and  dental  offices  (if  possible). 

30.  Posting  A.C.T.  flyers  or  posters  at  area  college*  and  universities. 

31.  Car  signs  work  when  you  go  into  service  stations. 
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32      Make  up  "Special  Packets' '  consisting  of  brochutes,  Travel  Talks.  See  the  World 
(Iyer.  On  outside  of  brochure,  I  staple  a  referral  card  and  name  card. 

33L     Talk  10  counselors  from  state  agencies. 

34.     Talk  to  Regional  Directors  that  handle  retraining  and  placement  of  personnel  in 
plant  closings. 

Cj     Present  our  program  to  certain  minority-oriented  churches  thai  offer  counseling 
and  guidance  to  young  divorcees  and  unwed  mothers. 

36,     R*p*  m  usinS       L  ^'x*10*  shcct  to  record  ***  timw  caUcd  45  weU  M  h°W 
many  referrals  each  student  gives  the  rep. 

471    College  career  days  on  b*  acfc  campuses. 

38.  Contact  women's  clubs 

39.  Business  card  *  'Give-out  System0  at  shopping  centers. 

40.  Contact  Educational  Center  Director  at  military  bases.  Work  with  mjitary  and 
civilian  workers  who  want  information  on  careers  in  travel  or  secretarial 

pro  sssion. 

41 .  Leave  brochures  at  beauty  shops. 

421    Why  not  use '  'Bird  dogs'  *  to  get  you  business? 
43.     Unemployment  offices  -  leave  referral  cards. 

Food  stamp  offices  -  leave  referral  cards. 
131     Welfare  offices  *  leave  referral  cards. 
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UNITED  STATES  DEPARTMENT  OF  EDUCATION 


*eotoNfv 

m  MARIETTA  TOWER  KUUKNO  SUITE  2203 
ATUANTA.  OKOIKUA  »>» 


STUDENT  FINANCIAL  AftfttftTANCC 


November  8,  1988 


Mr.  Joseph  Calareso 
President 

American  Career  Training 


ta  Ifwtstfptteai 

EXHIBIT  *  13: 


Travel  School 
4699  Mo.  Federt!  Highway 
Poapano  Beach,  Florida  33064 

Dear  Mr.  Calareso; 

On  October  17-19,  1938,  a  review  was  conducted  of  the  Guaranteed  Student  Loan 
program  administered    at  your  Institution*    The  ftndfngs  of  that  review  are 
presented  in  the  enclosed  report. 

Findings  of  non-coapl i ance  are  referenced  to  the  applicable  regulations  and 
specify  the  action  required  in  order  to  cowply  with  the  regulations  and 
statutes,    Please  review  the  report  and  respond  to  each  finding  by  Indicating 
what  actions  have  been  taken  to  date  or  will  be  taken.    Your  response  should 
be  sent  directly  to  the  reviewer  within  30  6sys^ 

I  would  like  to  express  s*y  appreciation  for  the  courtesy  and  cooperation 
extended  to  me  during  the  review*    If  you  have  any  questions  concerning  thp 
report,  please  call  our  office  at  (404)  331-4172.. 


Sincerely, 


/ 


Yi<M  an  k4  McGer 

Inst'tL'tforvsl  "cvfcw  Specialist 


Mi.  Victoria  t<V,ir1s%  Wf ,  IRB.  Wash.  DC 
Ms*  B^enda  F!  randan,  Hna«>:tal  Aid  Director 
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ppnf.sflH  REVIEW  REPORT 


INSTITUTION: 


TELEPHONE: 


EIH  #: 


African  Career  Training  Travel  School 
4699  Ho.  federal  Highway 
Poapano  Beach,  Florida  33064 

(1055  946-5551 

Code  1022959 


ACCREDITATION: 


jYPgjWDCW™:      Proprietary,  less  than  One  Year 

National  Home  Study  Council 
REVIEWING  ED  OFFICIAL:    Vivian  W.  McGee 
DATEJFiEVIiH:         October  17-19,  1988 

Guiranteed  Student  Loan  Program 

WARD  YEARS  REVIEWED: 

1986-  87 

1987-  88 
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Page  2  -  American  Career  Training  Travel  School 
Pospano  Beach,  Florida 


IMTRQPUCTIOH; 

On  October  17-19,  1988,  Mrs.  Vivian  McGee  visited  American  Career  Training 
Travel  School  for  the  purpose  of  performing  a  program  review.    A  sample  of 
thirty  (30)  student  files  was  selected  for  review  which  included  awards  for 
the  1986-87  Mrd  year  and  the  1987-8*  award  year.    The  pertinent  records, 
foras,  and  procedures  at  the  institution  were  exaoined.    In  addition, 
interviews  were  conducted  with  appropriate  personnel. 

During  the  visit,  some  areas  of  non-compl lance  were  noted.    Findings  of 
non-coop! lance  are  referenced  to  the  applicable  regulations  and  specify  the 
actions  to  be  taken  by  the  institution  to  bring  operations  of  the  financial 
aid  programs  into  compliance  with  regulations  and  statutes. 

DISCLAIMER: 

Although  the  review  was  thorough,  it  cannot  be  assumed  to  be  all-inclusive. 
The  absence  of  statements  in  the  report  concerning  the  institution's  specific 
practices  and  procedures  must  not  be  construed  as  acceptance,  approval,  or 
endorsement  of  those  specific  practices  and  procedures.   Also,  it  does  not 
relieve  the  institution  of  its  obligation  to  comply  with  all  of  the  statutory 
or  regulatory  provisions  governing  the  Title  IV  programs. 

APPENDIX: 

You  will  note  that  at  the  end  of  the  program  review  report  there  fs  an 
appendix  *hich  lists,  by  award  year,  the  names  and  social  security  numbers  of 
the  students  tR  the  sample.    Please  refer  to  this  list  of  students  who  are  now 
being  identified  by  number  in  the  body  of  the  report. 

1.    Finding:    Refund  Due  to  Student 

In  a  review  0f  student  files  it  was  determined  that  Student  No.  8  sent 
the  institution  a  check  in  the  amount  of  $450  to  cover  the  cost  of  the 
residential  training.    Subsequently,  the  student  informed  the  institution 
she  would  not  attend  the  residential  program.    The  institution  failed  to 
return  the  $450  to  the  student. 

Reference:    34  CFR,  Section  682.604,  Federal  Register. 
November  10,  1986. 

Required  Action: 

The  institution  must  reimburse  Student  No.  8  for  the  $450  it  received  for 
the  residential  training  which  the  student  did  not  attend.  A  copy  of  the 
check  to  the  student  must  be  submitted  with  the  response  to  the  report. 
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Page  3  -  American  Car*er  Training  Travel  School 
Pcwpsno  Beach,  Florida 

2.   Finding:    Incorrect  Cost  of  Attendance  Used 

An  examination  of  the  files  for  Students  No.  12  and  14  revealed  that  the 
«st  of  attendance  was  Incorrect  as  It  was  reported  on  the  GSL 
application.    In  each  case,  the  budget  was  understated. 

Reference:    34  CFR,  Section  682.603,  Federal  Register. 
 "~         November  10,  1985. 

Required  Action: 

UM1(,  the  incorrect  cost  of  attendance  had  no  significant  impact  on  the 
rtudent?  SrtS  no  fund,  -ere  provided  in  excess  of  need  the  college 
officials  must  exercise  caution  to  ensure  that  the  appropriate  cost 
elements  arc  used  in  determining  the  students'  cost  of  attendance. 

in  the  response  to  this  report,  the  officials  oust  provide  assurances 
that  the  students'  costs  of  attendance  will  reflect       appropriate  cost 
elements. 

Recommendation: 

It  is  recommended  that  the  institution  take  a  close  look  at  the  travel 
cwntTf  Se  budget  to  determine  if  it  is  a  realistic  cost  or    f  the 
cost  is  not  overstated  for  sane  students.    Some  consideration  should  be 
alien  to  averaging  travel  costs  according  to  sections  of  the  country 
Sereby  havin^Lre  than  one  cost  component  for  travel  -  one  local  one 
forlne  state <nd  several  for  section*  of  the  United  States  and  Puerto 
Rico. 
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C*»A*rM|«T  Of  t  DUCAT  KM 


KM 

UMOMiV 

AEQUfcST  FOR  INSTITUTIONAL  ELIGIBILITY  FOR  PROGRAMS 
f  IAmm  *V  ttpner  ct*x»Aan  Act  0/  *  AGS.  m  eaewflfcrfj 

oftSi  r#c#»v*» 

JtrJt'tS 

R*VHH¥» 

( -4 *\< «     .Vtl'.VI    IfM.t  /£*V 

Awerlcen  Career  Tr*ioipg- 
Tr*vel  School 


»  AOOftKM  i*m«*+»  tfrci+H 

4699  ft.   Federei  Hvy. 
I    roiptoo  leech,  FL  33064 


{>9-222-17*0$l 


*  OTNlft  OR  'ORAM  A  ft  AAA*  I  q#  im«  ifeST i'tvtioh 


tt*  AAAdtHH,  AND  OTMC  *  VOCATION* 


.1  .trttMU»lW  flAUMRArfiC  «CC»aillOO««fM»An^   ORGANOID  tRA*tH  Of  i  M  tit 

»W  ADtiRtMOf  TmI  PAfttNT  iNftftTUTtO*  OR  ClfclftAL  OM.CI 

H/A 


•  *«ut%  >*4l>tulilHl  OMfM  »-c>ttS*COAtDAR*  ft OVCA f fOfc A L  AftOClRAfctft  AT  A*JV  ^Atlt^f  QtHtft  tl 
.>1TI0  i«#  irlM  J   u»T  T»i  AODftlMf»  OP  TH»M  ©Inar  iQtATtON*  tAtttCh  m  rt^'fif'  fA*rt  i 


'AN  tut  »nonlU 


Jan.   20,  1983 


7  COhTNOi  |OM  Mf/  ~"  "  ~~ ' 

t'JfU«UC  NCMfHOUT*  MKWifcTAftV  »^„„ 

•*»  M  •«**  tWWfciW  AT  MS  ftift.r*»fcr  «»**r  5«***A  K>1  fifW  H  t$»  IA»«W  ft*.**** 


tiO*  f  AA»H  i^DiViOual*  IO«  R<U  iGig^f  vOCA 
r«XSrt  DA  TO  It   tl4('NlK|  iW  RfL.titOMr 


t  )ri| 


N/A 


I  Tn|  wam«  Of  TNI  A0lN(v  m  vouft      ATI  Sv  *M>CM  Tmp  ,**nt 

TlON  i%  *  *yt«G»iMOtOMOV(M  A  PROGRAM  Qf  tOUCATjOft 

M.!PfttP  MfcQ**&*Wv'  *©"CAtlQ6*  ST  ATT  (4  WA  *  r**P  of  ,VW«> 

«A««MMf   State  loard  of  Independent 
Pottitfanrfiry,  Vocational, 


Technical.   Trad*  *n> 
*VJ>ia*.M  ^C^o_U^.  Ptl> *     of  Educe^lop.  Tell,  fl 

3230  1 

,t    r  *iC °«  0mU*         *C«IO*"P  »T  *  fcftriOhAj.IV  ftlfOtNpflD  ACCftlO.T»NC  MMT  Oft  Af.tN 

cm  CnKk  a*d  Aft<>*.ot  a  coi-j  or  o*  thi  Accftton  ATtOft.  fcOT.ctk   At.**  o»  im  irtcoofc.rto  ACCftf.o.T««n. 

ftotfccut'tiNCkOiio    Amtrlcen  Career  Treialn*{  -  Trav»l   School   is  accreVfireS 
by  the  National  Ko»e  Stod?  Council,    .See  attached  letter 


t  ACCttf  OfTAHO**  it»  *l  tl  AS>AtlW<  t 

A  t»   <Hl  >ft)tT<tuf 


TOT*.  »A*tO  <M  f  ART  O**  INI  MCfttt  AAV**  MAMKO  AM  A^T  |  RfttATtyf  04  Tl  AMiN  AT  .OAJ  O*  %AU%t  A^OR.  AHTURAfttCI 
tmCR  **>P  PROV.O*  TNI  OOCL*Af«*r»  RfOV*«T«0  ift  TH«  AITRCKfO  OWtO*l.t(V#  f  A«URAftKTl 

f  tJ  Umi»lllT»  RCOullt  **ARTL*  ftAftSOOMTMC  TMRf  (  *W#f  itt/TtOKAt  Cf  R  T  ■  I  i  c  A  t  tQftt  Wf  T  MOO  C**IC*  *VUMO 

ft'  TMI  MCRI  TAftr  A*  a  RtUAtVt  AWT  NQ  R I  f  *  Aft  TO  TM  UuftilTv  Of  *\i«L*C  hHHKOW*r..  voCftt^  A^l W  A  t 


iff  f  0AM  ttM    fVM  j  ,  oi  »OR».  tOfc*  fMt  *„tCH  ,»  UMOUfi 
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it  it  htun*Mt9n  «»»muT*o*i.  Mat  t»«i  NMm*«o*MiMtttiflf  r*«t  o«tn«r  majom  *tqckk©lo*r*.  on 


Jobo  Calaraae 

11**0  >tw  31  St.   coral  Sprlajra,  Ft 
Jo«#pb  A.  Calaraao 

10108  JtW  I  KiBor  Coral  SprlnM»  FL  53065 
J*«»t  D.  Caiaraao 

i363  Sivcyird  Way  Vast  Fal»  iaaeh,  Ft 

f  _ 


33  1/3% 


33  1/3* 


3? 


~,  An,  ^^M.uiOMSD  iU»IM*RNtMPwLH4^"Vi  It VhV M^tNvV«U*fc  AC  « 'Of^AtDiNQ  Th|  l*S T it Mt*IOta  It  a  FfrOf  ftAL 

Jfcjrrs  Uwo      1  _  p   Dvti  gt  HQ  


•  nO*T  fltCtNT  CATALOU 

w  &TUO**'  CONTRACT  OR 
f  MIULkKI  NT  AUREtMtNt 

iftr  writ  muu*iv*i  c**<  f; 

o  CL,AAI*T  rRO«*Ot|©N*t 


1  iTAft  Aftni    »«»    *OMiM  til.  Rft 


ffc  lKnuuM|f«r  (humors*  ****  wmi 


fpproKt 


*  Cull  Tif*f 


the  procaaa  of  cocpA*Cid| 


tbalr  bo«a- 1£ b 4 I-lAJ KftL 

At  LlAtJT  MALI  ?»MC.  «UT  LftM 
fHih  PUL.L  T»Wf 


L  Iff  THAN  NAIF  T*»tt 


O  D*tl  ON  WNiCh  ACRPtMlC  TERM  PtOAN 


tt  ACAtMUtC  C*L.t  MOAR 

C7  MMIiTtn 
O  QWARTIR 

L'3  rnjAff»Trn 

X.'j     CLOC*  NOUK 
["  J    Ot       R  f  f  V**A*V 


PAOt 

Catalog  p~*-5 


U  OOtfc  t*«   iMriturtON  AO*t(T  ANT  t  tyPt  N  1  ft  «l  T  K£* '  t  A  NtOM  JCMtOl,  OiPkOMA  v«*  «  Mf 

RtfOCNlilD  I  QVtV  ALf       H*t$>  irnifkitff  *OR  iKl  Of  0«tAl».LNL.  A  UH.Mt  OR  -v  )  >tn 


S>  NO 


>  AtMCt'  #«OM  «Mt  ItXAAiiO*  »"  TRA«W*N&  Off  I AICV  ^Nf(t> 


tKihtetHt   tRVNiKC  OPMMIO 


mi  *bii  n  v  in  mNf'i 


IB    *l»  «  tLW«»Lt  At.  t  rutl  (>T*»I  A  NlV»#PRt>#lT  VW*  1 1 1  »J  T  1 1  iH»fc  KHUN  Cult  lit*  A  (.  AT  Ai.O(*  OR  &IMII  A  A  M*H«IAl  Atj.*. 

tt>  At  COMPLf  TtD  |v  ALA  »OA**C»"  iNSTtTi>tiON»  «M*KM  GRANT  A  CHtiAff  .  t?>  »«•  ALL«f  (H»IO  AT  1  MA  I  K  t  w»  |  rH>  .>•♦»* 
IMU   AND  (it  ^U»L-t«  A  tATALOO     AN»  HflTHUIW  NOT  Mil  TtNO  IHlU  tONtVtf  KW*fc  CQktfLl  14  llIMM  AO 


RHMl  lA^Qi  I«i  M  LlO^AiKf..  OIOR**  PtrLi>MA  ANCl  Cr  R  T  >  f  it  At  t  *RO*,R  AM* 
CAN  •(  rOWNO'NIKl  AUACHftX  A1A.CK1     |M|»«i»i'   **0%  AWl  it  ARLl 


N/A 


AASOCvAit  DiOAII  PAOOAAMS  tAqrrw 

tt/A 


RACMClORI  Ot&RCt  PROGRAM*  (f*t(V 


H/A 


Two  dlplo«a«  ara  awardad 
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t.D*  **0  »!•'■  t^m  WCA**  CACM  «IMft*M  T*  A  Of  «**t  OK  CfMttttaTl 


Aaariean  r*r«»r  Trafnine 
Tr**tX  School   off#r»  n»t 
prc>Rr»»  •ntltlcd 
wB»*ic   Triinint   tor  th* 
Trav.l  Industry" 

TMa  pfotra*  la  dlvidad 
tttto  tvn  count*' 


Ciuraa  ! 

(■Intaw   20C  clock  hour*) 


Courir  !I 
hratdant  Training 


►*CH/ft#  f»W 


•prox  J iprox 
26  ft  hra 
•  til  j 


apro*   \  arrox 

1  40  hra 

vetta  per 
>a#k 


ON  UMt IttH 
OiiARttM  Oft 
I  fUWI  ft  1 1  ti*. 


OH  Cf  *Tl»  >CA»t 


Dip! ova 


Dipt  omit 


.fe>»iht»   A,    E*t«tr*t>  frei-tj#ft( 
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1  CCRED1TING  COMMISSION 


AM  ItOi 


NATK>SAt  HO*4l  STVPV  0Ot*«CTt 


March  ?.  1985 


u*r.  f  ma*c listen 

Mr*  t  vv*  i <  c  |  r\*.>'N *< 
HA«tXD  P  **X*S 

*•«      *  k  *!■*«  - 

*****  A*  Si  Mrt  ■ 


Mr.  Joseph  Calureso.  President 
American  Career  Training  Travel  School 
4699  North  Federal  Highway 
Suite  106 

Pom  porno  Beach,  Florida  33064 
Dear  Mr .  Caiareg©; 

This  certifies  that  American  Career  Training  TrsveJ  School  of 
Pompano  Bench ,  FlbHda  is  accredited  by  the  Accrediting  Com 
ml .vi Jon  cf  IheU itiojvil  Home  Study  Council  and  ia  a  member 
in  good  standing  of  the  National  Home  Study  Council. 

The^fichoo^waa^accredUed  ou  March  6,  19SS.   It  has  been  found 
t<Tmeet  or  exceed  the  Commission's  published  academic  and 
ethical  standards. 


The  Accrediting  Commission  of  the  National  Home  Study  Council 
is  listed  by  the  U.S.  Secretary  of  Education  as  a  *  nationally 
recognized  accrediting  agency."  The  Accrediting  Commission 
is  also  recognized  by  the  Cuuncil  on  Posisecondary  Accreditation 

Suwreiy  yours. 

/I 

WiUiem  A .  Fowler 
br 
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A.TIONAI  HOME  STUDY  COUNCIL 
l**tf  0*  ITtllT  H  w     »     WA*Ml*GtO«,  0  C.  79909     t     tOt-t»0*lf 00 


March  ?,  198$ 


Mr.  Joseph  Cslareso.  President 
American  Career  Training  Trsvcl  School 
♦699  North  Federal  Highway 
Suite  106 

Pompano  Beach.  fL  33064 
Dear  Joe; 

We  are  cer'-ainly  pleased  to  welcome  you  a*  a  member  of  the  National  Home  Study  Council. 

Your  official  Certificate  of  Accreditation  will  be  presented  to  you  at  the  Annua!  Conference . 
and  we  know  you  will  proudly  display  it  in  your  school.   This  Certificate  will  remain 
the  property  of  the  Accrediting  Commission .  Your  school's  name  will  also  be  listed  in 
our  Directory  of  Accredited  Homo  Study  Schools  to  be  issued  in  July . 

We  are  enclosing  copies  of  the  official  seal,  and  you  may  use  this  seal  and  the  fact  of 
your  accreditation  in  accordance  with  the  provision^  of  Section  1  B  1  of  the  NHSC  I3us* 
ness  Standards. 

We  are  enclosing  a  copy  of  the  NHSC  Business  Standards  which  prescribe  the  minimum 
policies  accredited  schools  must  observe  in  sll  phases  of  school  operations.  You  are 
obligated  to  observe  these  policies  immediately .  and  you  will  want  to  study  carefully 
Section  III  B  on  Cancellation  and  Settlement  provisions  to  assure  full  compliance  by 
your  school . 

Also,  as  an  accredited  scnool,  you  may,  upon  application,  be  entitled  to  be  listed  by  the 
U.S.  Education  Department  s*  an  "eligible  institution"  for  certain  federal  loan  and 
grant  programs . 

You  may  wish  to  be  listed  as  "eligible"  and  stUl  not  actively  participle  in  the  programs. 
In  any  case .  you  may  want  to  write  to  the  person  below  for  more  information: 

Mr.  John  Uchima 

Eligibility  and  Agency  Evaluation  Staff 
Bureau  of  Post  secondary  Education 
U.S.  Education  Department 
Washington,  D.C.  20202 


BEST  COP?  AVAILABLE 
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Mr:  Celerese 
Pa&eTwo 
March  7,  im 


We  hop*  thai  you  wil)  participate  «ct*v*ly  in  the  Council,  and  everyone  on  the  NHSC 
staff  is  here  to  eorv*  you  in  any  way  we  can ,  Be  turc  to  attend  ae  many  events  «* 
possible,  perticularh  the  59th  Annua*  Conference.  April  14*17.  1985,  at  the  Don  ..vSar 
Hotel,  St.  Petersburg  Beach,  Florida. 

We  trust  that  you  will  find  the  KHSC  and  its  tervices  helpful,  and  plvase  feel  free  lo 
make  suggestions*  for  improvement  at  any  time.  Welcor.e  to  the  NHSC! 

Best  wishes. 

Sincerely  your*. 


William  A .  Fowler 


br 

Enclosures 


cc    David  People* 
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American 

Career  TRAVEL  SCHOOL 

7  '   MS-SSSt    •  T3S-HC2 


Attached  i»  m  copy  of  our  current  echooi  llcer.ee  end 
■••orendvn  ehowing  the  rfete  for  the  renevel  of  our  21 


STATE  BOARD  OF  INDEPENDENT  POSTSECONDARY 
VOCATIONAL,  TECHNICAL,  TRADE  AND  BUSINESS  SCHOOLS 


Certificate  of  licensiure 

Jfcttfcnottmbpall  ttjat 

WCHI CAN  CAREER  TRAINING  TRAVEL  SCHOOL 
4699  North  Ffederal  Highway 
Pempano  Baach,  Florida  33064 

»  HCftfSY  IKMWCD  TO  OfTf*  THt  fOUOWlMa  COU*S*  W  OT  IHSTWUCTK*! 


Basic  Training  for  the  Travel  Industry 


*****  rm  movwom  oth  tux*\  to  x+uest.  rtowtDA  rr  atvtc*  amo  now  ida 
AMHwmATfvf  «*»  mjua*.t*t  to        ro*  thc  fctkjo  iwbnwiwo: 


tbAHPCH*»MAN 


/7 
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STATE  BOARD  OFINDEPfNDrNT  POSTStCONDAR  . 
VOCATIONAL  TECHNICAL  TRADi  AND  BUSINESS  SCHOOLS 


TO;  Ames  ican  Career  Ti  axnm^/Tr  avel  School,  Poropano  Beach 
PSOKi  Libby  p.  Hug9ins#  Executive  Direct 


DATi. r  F#bfuafy  25,   1985  —  T 


R *•  •      PSact'^ftn ^  on  Agenda 


Vug/  school  it  scheduled  on  the  aqcr.da  foi  the  Mate  Dcam,  TNa 
s>t»Ptinv5  will  be  neMr 

PLAU-;  Holiday  Ir.n,   Intci  MAUof>«*l  Aj!jn>rt 

*  Inter  nat  lomj  Bal )  room" 

T.G.   Lee  Road 
Or  Undo,  Plor  ida  32612 

DATt,  f>  TIMl.     March  IS,   1985  at  S  r  30  a.*.   -  S:00  p.fn. 

?U'«rc  note  this  meeting  confn-ns  to  the  *S.,r.«iMno  Law"  and  yoj 
are  advised  to  attend.     However ,  it  t&  not  required  thai  you 
j5Lt  *  ?Q*L  nnlep.fi.  ■  »t he rwiSf*  stated  below.     The  f  o  1  i  o  w  i  nq  i  nri  a  c  a  t  e  r, 
the  i**&^nf*}  f of' "placement  or>  the  agenda: 

IXJ       Consideration  of  application  (or    tCnr  rf<n 

{   \      Consideration  of  application  for  new  school 

\   !       Violation*-  of  $S  246  .  ?0l .  M6  ?5t  ,   Flm  ;da  Statutes  and/nr 
florida  Admin istr at ive  Rule  6F 

i  )  Revorat  int\  proceedings 

I   f  Complaint    lodp^d  *9ainst  yuut  school  «*nd/or  accent 

i  1  Othtf  f  |  

1   t  Yout   at  t er.rtancr   :\  requited. 

Thank  you. 

Lf H .CS 
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UNITED  STATES  DEPARTMENT  OF  EDUCATION 

Washington  oc  jqjm  Senate  Pertinent  $ubc3mmiKtt 


22 


Our  Reference:  0PS:OHBPsDEAK;OVEB-E-9 


:m  .  Joaeph  Calaieso 
President 

America  CMr<*«r  Training  Travvl  stbwl 
4699  North  Federal  lUtjhway 
Suite  xof, 

Pon^-ano  &p*ch ,  Flotida  33064 


rv^r   fit .  CalAte&O: 


oa  Inwstigations 

l5B. 


tXHlBi!  *  . 

Accredit**  by:  K8SC 
Control:  Prop. 
EIH#  <9-2221740 
•Re: 

taerican  Career  Training  Tr«vol 
School 

4699  North  Federal  Highway 
K>a\p*rio  Beach,  Florida  33064 

INITIAL  c-i.SGIBILITY 
Travel  Ir.dust  ry 


It  is  a  pleasure  to  inform  you  that  the  school  listed  above*,  operating  at  the 
address  indicated,  is  considered  to  be  an  "eligible  institution"  for  the 
Guaranteed  St udent  Loan  Program . 

Students  attending  the  school  uy  be  eligible  to  apply  for  educational  loans 
which  are  made  by  participating  lenders  to  be  insured  by  the  Federal  Government 
or  guaranteed  by  »  State  or  private  nonprofit  agency.    The  eligible  student 
Bust  be  enrolled  in  an  accredited  post secondary  prcgrasa  of  vocational  or 
technical  education ,  at  least  300  clock  hours  in  length,  which  is  designed  Ut 
provide  occupational  skills  more  advanced  than  those  generally  provided  at  the 
high  school  level  and  Tit  individuals  for  useful  employment  in  recognized 
occupations.    An  eligible  eorreapondenco  program  is  defined  in  the  regulations 
as  requiring  not  leas  than  an  average  of  Xi  hours  of  preparation  per  week  over 
any  12  week  period  and  completion  in  not  less  than  6  months.    The  enclose 
supplemental  infonnation  and  instructions  col tain  brief  information  on  the 
program  and  further  procedures. 

Pleas*  note  that  this  eligibility  pertai-t  '.o  u<«  so>oo!  listed  at  the  above 
redress  <ts  long  as  it  remain*  accredited  by  a  r.aticr.aily  recognised  accredits. , 
agency  or  association,  continues  to  operate  u..der  tne  sax-  Ownership,  ana  haa 
not  violated  or  failed  to  carry  out  any  reflations  prescribed  by  t\e  secretary 
of  Education.    Please  notify  this  Office  immediately  of  any  naae,  aodress,  or  ^ 
ownership  enange  to  assure  continuation  of  the  eligibility  status  of  the  scho-i 

£inc*r*ly  yours f    fj  . 

$uhn  Uchima  * 

Occupation* l'V...-»,.i'ir.al  Eligibility  Brar.cn 
Division  of  t'i  l<      1 i'  y  and  Agency  Evai-;at:Gr 

'£r.\*  i » sur*-  * 
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UNITLD  STATES  DEPARTMENT  OF  EDUCATION 
WASHINGTON.  DC,  20202 


10-20-97 


KR.   JOSEPH  CALAFESO 
PRESIDEKT 

AMERICAN  CARE1IK  TRAINING  TKAVEL 
SCHOOL 

4699  N  FEDERAL  KVY 

POMP AtiO  BEACH.  FL  .  1306-1 


Senate  Permanent  Subcommittee 

on  Investigation* 

LXHIBfT  *  . 


institutional  el  id  a  jut*  nc-tice 


correspondence  SCHOOL:    el;g4s:l:tv  :ncl:;dC5  a  new 

ACCREDITED  JMif.  ii ,  19f7. 


Dear     KR,  CALARESC: 

We  are  cle&sed  tc  inftra  you  that  oased  upon  th*  information  included  jr.  your 
application  (ED  Font  .^9)  ,  the  Secretary  o:  Wuratior,  has  cieter  rr.med  mat 

AHfc-ft  ?CAN  CARSEK  TRAINING  TRAVEL 
SCHOOL 

located  at;  4S?«  K  FEDERAL  HV*'  ,   PCKPANC  SEACK ,   FL.  !:30f4 


satisfies  -he  rtef inition  of  an  eligible 

Vocational  School   (Section  433(c>,K£A) 

as  set  forth  in  the  above  note:?  section?-  of  the  Higher  Education  Act  of  If-ef:, 
as  attended  (HE.*.).    For  trie  purpose  of  this  deterctnst ion,  i.ie  following 
educational  programs  constitute  that  part  of  the  institution  ;hat 
satisfies  the  above  def minion f s ) 

RA5:C  TRAINING  FOR  THE  TRAVEL  INDL'STRV 
HART  SCH  POP  PR-Q?  SEC- f SO?  SEC  TRAINING 

Tnus.  J c:  this  designator. ,  tne  institution  ii  t*u>  suit,  ci  the  aDove- listed 
educational  prograps 

As  a  result  of  tne  designation  as  <\n  eligible  in«.t;tutien,  the  ;n«,t  it  ut  :o:. 
is  eligible  to  apply  to  participate  :r,  tne  following  postseccr.dary  education 
Federal  assistance  programs  administered  Dy  tne  U.S.  Department  ot  Education  - 


-  Higher  Educa:ion  Act  of  1*6£,  as  amended: 

Title  *V;     Part  B  -  Guaranteed:  Student  Loan  Program 


26.> 
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TIul  eligibility  deiwnatior.  remains,  xr:  effect  bo  lone?  us  *M»  !n&L:tu; 
continue?*  to  sat.&M  *11  relevant  statutory  and  rec?ulatcry  t>lioi&iit> 
requirements  anc  the  t»nc:osed  acquirement i  for  KaiRta*r.mo  Insntut  io*. 
Eligibility.  vhi=r.  are  mccrporatfcd  mtc  this  Noticf  by  thii,  reference 

2f  ys*u  have  Any  question*  concerning  the  u.formasjon  .rriunpd  xr,  thi* 
ot  the  enclosed  Requirement  s  J  cr  Maintaining  institutional  E.liqiL..lit} 
please  contact  Ozcupat icnal 'Vocational  EJAqxculJty  Brancr. 
of  the  Division  of  Eligibility  anc,  rertu  icaticr  a*  lUr?»  ">37-49l 


£iiq*L-lity  Data: 

Main  rampus  cpl  arrf-: 

Entity  Number  ;   iW?ri7.iwf  . 
Eligibility  effective;  8"' 
Academic-  Calendar:  Ciz>c*  So,:  h 
Control:  3 
Institutior  Type:  ', 
Accreditation:  KHSt 


Sincerely. 


Loib  K ,  Mocre,  Ch*e* 
Pec u pat  icnai/vocat  icnal 
Eiiqioi.ity  Srancr 
Div*:s:or.  oi  Eliqiira : : t  y 
and  Certir :  ratio:. 


Enciobur  * 

Incorporated  Heo t , r eErer*  - 
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AMERICAN  CAREER  TRAINING  TRAVEL 
SCHOOL 

469?  K  FEDERAL  HVY 
POKPANO  BEACK,  FL.  i30M 
OPE  IDs  0229590C 


These  Requirements  apply  :c  any  institution  cr  s r n dc;  that  participates 
in  any  postsecondary  education  Federal  assistance  pr^grair  an  mastered 
Dy  the  C.S,  Department  of  iJuca:*cr.. 

1.     PRDORAB  PARTICIPATION  REQUIREMENTS.   Designation  as  an  eligible 
institution  of  nigner  education  U2Cl(a>  or  435 (of  of  the  Higher 
Education  Act  of  19&r,  as  amended  (HEAHj  a  proprietary  institution 
(481(b),  HEA?  a  post  secondary  vocational  institutions  (481(c),  HEA » ? 
or  a  vocational   school  (435(c).  HEA),  DOES  KOT  KEAN  that  tne  insti- 
tution or  school  is  automatically  eligible  to  participate  m  any  of 
the  listed  Federal  student  financial  assistance  programs,  NOR  DDES 
IT  MEAN  tnat  the  institution  or  scnocl  is  automatically  eligible  tc 
receive  funds  under  any  of  the  listed  programs,  specifically,  ir. 
orrter  to  participate  ir.  the  - 

-  STUDENT  FINANCIAL.  ASSISTANCE  PROGRAMS  authorised  Dy  Title  !V  cf 
the  nzJ>  —  Pell  Slants,  Guaranteed  Student  Loans,  Supplemental 
Educational  Opportunity  Grant %,  College  worx-Study,  Per Kins  Loan 
Program  (formerly  HDSL) ,  Parent  Loans  for  Undergraduate 
Students  (PLUS),  and  Joo  Location  and  Development  program  —  tre 
institution  or  school  must  oe  certified  oy  the  Department  of 
Education  as  having  the  requisite  administrative  capability  and 
financial  responsibility  and  the  institution  or  school  murt 
execute  a  Prorata  Participation  Agreement  m  accordance  with 
Stuaent  Assistance  General  Provisions,  34  CFK  Part  6£8.1I. 

-  INSTITUTIONAL  AID  PROGRAMS  authorized  cy  Title  HI  Of  the  HEA  — 
Strengthening  Program,  Strengthening  Historically  Blacic  Coileaer 
&  Universities,  and  Endowment  Program  —  and  institution  of 


higher  education  must  oe  determines  to  oe  ar.  elig*rle  institutier. 
under  tve  cateaories  of  eligibility  criteria.  Before  applying  ;or 
eligibility  under  Title  I T I  prograjv  criteria,  an  ir.stitut icn 
must  satisfy  the  Dasjc  institutional  eligibility  requirements 
of  section  312  of  HEA  and  34  CFR  Part  624. 


2.     SCOPE  OF  ELIGIBILITY.     The  institution  or  school  is  eligible  tc  apply  fcr 
participation  in  only  those  prograr  s  that  are  listed  m  its  Notice  of 
Institutional  Eligibility.    The  eligibility  of  an  institution  or  srnocl 
to  participate  in  a  Federal  assistance  program  DOES  NOT  APPLY  TC  ANY 
EDUCATIONAL  PROGRAM  OFFERED  BY  THE  INSTITUTION  WHICH  DOES  NOT  MEET 
ALL  STATUTORY  AND  RE3ULAT0RY  REQUIREMENTS  FOR  ELIGIBILITY , 


REQUIREMENTS  FOR  MAINTAINING  INSTITUTIONAL  ELIGIBILITY 


BEST  COPY  AVAILABLE 
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Page  2:     AMERICAN  CAHEER  TRAINING  TRAVEL  SCHOOL 


REQUIREMENTS  FOR  MAINTAINING  INSTITUTIONAL  ELIGIBILITY 


3.  PERIOD  OF  ELIGIBILITY .  The  institution'  s  or  school's  status  as  ar.  eligible 
institution  remains  ir.  effect  sc  lone  as  it  continues  to  satisfy  all  tne 
relevant  statutory  and  regulatory  requirements  for  institution?:  eligioi- 
lity.    Thus  the  institution  loses  its  status  as  ar.  eligible  institution  or 
program  ON  THE  DATE  THAT  IT  FAILS  TO  SATISFY  AHi  OF  THE  REQUIRED  ELEMENTS 
on  vhicr.  ts  statjs  as  ar.  eligible  institution  was  based,  sucr.  as  it? 
accreditation  or  its  legal  authority  tc  provide  a  program  of  post  secondary 
education  m  the  State  in  which  it  is  located. 

4.  NOTIFY  ED  OF  INSTITUTIONAL  CHANGES.     The  institution  or  schoc  Jtus:  report 
to  the  Division  cf  Eligibility  ar.d  Certification  any  cnange  xh  the  insti- 
tution's name;  address;  ownership,  type  and/or  level  of  course  Offering; 
loss  of  accreditation;  loss  of  legal  authority  to  offer  programs  oi  post- 
secondary  education  :r.  the  State  m  which  it  is  located;  locations  at 
other  than  the  i,%air.  campus  at  which  it  offers  educational  services;  ani 
contracts  with  other  institutions  under  which  that  other  institution 
provides  a  portion  of  its  educational  programs.    Failure  to  prr»"i-'  this 
information  say  lead  to  loss  of  eligibility. 

$.     INSTITUTION'S  IDENTIFICATION  r:jK5ER.    The  institution  or  school  has  beer 
assigned  an  Office  of  Postsecondary  Education  (OPE)  Identf lcation  Number . 
which  appears  en  tr.e  last  page  of  the  Institutional  Eligibility  Notice, 
following  the  signature  bloc*.    This  number  should  be  used  in  all  future 
correspondence  With  the  Division  of  Eligibility  and  cert  if icaticn. 

&.    ADDITIONAL  INFORMATION.    For  each  Program  administered  by  the  Department 
of  Education  for  wr.icn  the  institution  has  been  designated  as  eligible 
to  apply  for  participation,  please  refer  to  the  CATALOG  OF  FEDERAL 
DOMESTIC  ASSISTANCE  (cFDAl  or  descriptive  program  information  and  the 
name  and  address  of  the  Department  of  Education  contact  person.  Each 
Federal  assistance  program  it  assigned  a  CFDA  Number.     (This  Catalog  .  sl 
updated  semi-annually  by  the  Office  of  Management  and  Budget  and  is 
available  from  the  Superintendent  of  Documents*  U.S.  Government 
Printing  Office,  Washington*  D.  C. .  204C2). 

If  you  have  any  questions  concerning  these  Requirements  or  the  information 
contained  in  your  institutional  Eligibility  Notice,  please  write  tc: 


U.  S,  Department  of  Education 
Office  of  Postsecondary  Education 
Division  of  Eligibility  and  Cert; f icat ion 
Washington,  D.  c  20207 


or  call; 

The  Higher  Education  Institutional  Eligibility  Branch  on  (202  >  732-J*£-b;  or 
the  Occupational/Vocational  Eligibility  Branch  on  (202)  732-49D6. 
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UNITED  STATES  DEPARTMENT  OF  EDUCATION 
WASHINGTON,  D.C.  20202 

xo-20-87  Permanent  Subcommittee 

ICR.  JOSEPH  calaresq  on  Investigations 

PRESIDED  |  <""tV 

AMERICA*  CAREER  TRAIKIHG  TRAVEL  WHIWT  * — ■  I ■>  VT  ^ 

SCHOOL 

4699  N  FEDERAL  HVT 
POMPAHO  BEACH,  FLt  33064 

INSTITUTIONAL  ELIGIBILITY  NOTICE 

CORREP PO HDENCE  SCHOOL:     ELIGIBILITY  INCLUDES  A  NEW  rp0GW 
ACCREDITED  JUKE  II,  1967. 


Dear     KR.  CALARESQ: 

w*  *re  Pleased  to  infers  you  that  oased  upon  the  information  included  m  your 
application  (ED  Forw  1059> ,  the  secretary  of  Edveatier.  has  determined  that 

AMERICAN  CAREER  TRAINING  TRAVEL 
SCHOOL 

located  At:  4699  K  FEDERAL  HVV  ,  P3KPAKC  BEACH,  FL.  33004 

satisfies  the  definition  of  an  eligible 

Vocational  School  (Section  435(c) ,HEAi 

as  set  forth  in  the  afcove  noted  sections  of  the  Higher  Education  Act  of  196 f*. 
as  amended  (EEA) -    For  the  purpose  of  this  determination,  the  following 
educational  programs  constitute  that  part  of  tne  institution  that 
satisfies  the  aoove  def inition(s) 

BASIC  TRAIKIKG  FOR  THE  TRAVEL  ItfDUSTFr 
HART  SCH  FOR  PROF  SEC-PROF  SEC  TRAINING 

Thus,  fcr  this  assignation,  the  institution  is  tne  sutr  sf  the  ^oove-ii^tec 
educational  programs 

As  a  result  of  the  designation  as  an  eUgiJ&le  institution,  the  institution 
is  eligible  to  apply  to  participate       the  following  post secondary  education 
Federal  assistance  programs  administered  oy  the  U.S.  Department  of  Education  » 

-  Higher  Education  Act  of  1965,  as  amended: 

Title  IV;    Part  B  -  Guaranteed  student  Loan  Program 
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Tnis  eligibility  designation  remains  in  effect  so  long  as  the  Institution 
continues  to  satisfy  all  relevant  statutory  and  regulatory  eligiblity 
requirements  and  the  enclosed  Requirements  for  Kamtaming  Institutional 
EiigiDility,  whicn  are  incorporated  into  tnis  Notice  by  tnis  reference. 

If  you  nave  any  questions  concerning  tne  information  included  m  tnis  Notice 
or  tne  enclosed  Requirements  for  Maintaining  Institutional  Eligibility, 
please  contact  Occupational/vocational  Eligibility  Brancn 
of  the  Division  of  Eligibility  and  Certification  at  (202)  732-4913. 


Sincerely, 

Lois       Koore.  Cnief 
Occupational/Vocational 
Eligibility  Brancn 
Division  of  EliyiOi:ity 
and  Certification 


Eligibility  Data: 

Mam  campus  o?£  id;  022?£3oo 
Entity  Number:  1592221740A1 
Eligibility  effective;  09/28/8' 
Academic  Calendar;  Cloc*.  Hours 
Cont  roi r  3 
institution  Type:  i 
Accreditation:  KKSC 


Enclosure 

Incorporated  Requirements 


CLB 
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AMERICAN  CAREER  TRAINING  TRAVEL 
SCHOOL 

4699  N  FEDERAL  HVY 
PQKPAflQ  BEACH*  FL,  33064 
OPE  ID;  02295900 


RfcgUIREKENTS  rOR  MAINTAINING  INS?  i  ;UTU)NAL  ELIGIBILITY 


The»e  Requirements  apply  ta  any  institution       schoci  that  participate* 
id  any  post secondary  education  F'eoerai  asnr.t  ar.ct  ?ro$:afr  adman  iJterek1 
by  the  U.S.  Department  of  Education. 

1.  PROGRAM  PARTICIPATION  REQUIREMENTS .   De*igT.at*cn  ds  ar,  eligible 
institution  of  higher  education  U2C:;a>  or  4?£(b)  cf  the  Higner 
Edvcation  Act  of  1965,  as  amended  (HEA>  > ;  a  proprietary  institution 
(481 'b),  HEA;  a  postsecondary  vocational  institutions  U81lc>.  HEA); 
or  s  vocational  school  <435(c).  HEA)  f  does  kot  MEAN  that  tne  msti- 
tutxoTi  of  school  is  automatically  eligible  to  participate  in  any  or 
the  listed  Federal  student  financial  assistance  programs.  NOK  does 
IT  MEAN  tnat  the  institution  or  school  as  automatically  eligible  *c 
receive  funds  under  any  of  tne  listed  programs .  Specifically,  \r, 
order  to  participate  in  the  - 

-  STUDENT  FINANCIAL  ASSISTANCE  PROGRAMS  autnerized  by  Title  IV  cf 
the  HEA  —  Pell  Grants,  Guaranteed  Student  Loans,  Supplemental 
Educational  Opportunity  Grant*,  College  worn-Study,,  PerKms  Loan 
Program  (forsoriy  NDSL) ,  Parent  Loans  for  Undergraduate 
Students  (PLUS),  and  Jot?  Location  and  Development  program  —  the 
institution  or  school  must  be  certified  by  the  Department  of 
Education  as  having  the  requisite  administrative  capability  an* 
financial  responsibility  and  the  institution  or  school  must 
execute  a  Program  Participation  Agreement  in  accordance  with 
Student  Assistance  General  Provisions,  34  CFK  Part  668.11, 

-  INSTITUTIONAL  AID  PROGRAMS  authorised  by  Title  III  of  the  HEA  — 
Strengthening  Program,  Strengthening  Historically  Biac*  Colleges 
&  Universities,  and  Endowment  Program  —  ard  institution  of 
higher  education  must  be  determined  to  be  ar.  eligible  institution 
under  two  categories  of  eligibility  criteria.  Before  applying  for 
eligibility  under  Title  III  program  criteria,  an  institution 
•ust  satisfy  the  basic  institutional  eligibility  requirements 

Or  section  312  of  HEA  ami  34  CPS  Part  624. 

2.  SCOPE  OF  ELIGIBILITY,     The  institution  or  school  is  eligible  to  apply  for 
participation  in  only  those  programs  that  are  listed  m  its  Notice  of 
Institutional  Eligibility.    The  eligibility  of  an  institution  or  school 
to  participate  in  a  Federal  assistance  program  does  not  APPLY  TO  ANY 
EDUCATIONAL  PROGRAM  OFFERED  BY  THE  INSTITUTION  WHICH  DOES  NOT  MEET 

ALL  STATUTORY  AND  REGULATORY  REQUIREMENTS  FOR  ELIGIBILITY. 
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Page  2:     AMES  I  CAN  CAKEEJi  TRAINING  TRAVEL  SCHOOL 


REOVREKENTS  YOh  MAINTAINING  INSTITUTIONAL  ELIGIBILITY 


3.  PERIOD  OF  ELIGIBILITY .  The  institution's  or  school's  status  as  an  eligible 
institution  remains  in  effec*  sc  long  as  it  continues  to  satisfy  all  tne 
relevant  statutory  and  regulatory  requirements  for  institutional  eligibi- 
lity, tne  institution  loses  its  status  as  »r.  eligible  institution  cr 
program  ON  THE  DATE  THAT  IT  FAIL?  TO  SATISFY  ANT  QF  THE  REff'JIREC  EL£KENT£ 
on  which  ts  status  as  an  eligible  institution  was  based,  sum  as  itr 
accreditation  or  its  legal  authority  to  provide  a  program  of  P*st  secondary 
education  ->r.  the  State  in  which  it  is  I  orated. 

4.  NOTIFY  KV  OF  INSTITUTIONAL  CHANGES.     The  institution  or  school  must  report 
to  the  Division  of  Eligibility  and  Cert  if ; cat  ion  any  change  :n  the  insti- 
tution's narce;  adcress;  ownership?  type  and/ or  level  of  course  offer  ma; 
loss  of  accreditation:  loss,  of  legal  authority  to  offer  programs  of  pe«s;t- 
secondary  education  ir,  -:he  State  m  which  it  is  located;  «ocaticn&  at 
other  tnar.  the  roair  carpus  at  wmcn  it  offers  educational  service?:  ar.c- 
contracts  wiih  other  institutions  unoer  which  that  other  mstituticr 
provides  a  portion  of  its  educational  programs.    Failure  tc  provide  tr,*j- 
information  aay  lead  to  less  of  eligibility. 

5.  INSTITUTION'S  IDENTIFICATION  NUMBER.    The  institution  or  school  has-  re- 
assigned an  Office  of  Postsecendary  Education  tOPE)   Identf  icat  ion  Number  , 
which  appears  on  the  last  page  of  the  Institutional  Eligibility  Net. re, 
following  the  siqnature  bloc*.    This  number  should  be  used  m  all  future 
correspondence  with  the  Division  of  Eligibility  and  Certification 

6.  ADDITIONAL  INFORMATION.     For  each  Program  administered  by  tre  Depar-irvrt 
of  Education  for  which  trie  institution  has  been  designated  as  el  ;g:.r.  1* 
to  «PPly  for  participation,  please  refer  to  tne  CATALOG  OF  FEDERAL 
DOSESTIC  ASSISTANCE  (CFDa >  or  descriptive  program  information  and  -r.e 
name  and  address  of  the  department  of  Education  contact  person.  Eacr 
Federal  assistance  prograr  ii.  assigned  a  CFDA  Number .     (This  catalog 
updated  semi-annually  by  the  office  of  Management  and  Budget  anc.  •. ; 
av&^&tile  from  the  Superintendent  of  Documents,  V.t.  Soverrtner.r 
Printing  Office,  Washington,  D.  c,  204GD. 

If  you  nav**  any  questions  concerning  these  Ffequi reaer.t  i  or  the  u:f  '-:tr.at  i:t 
tontaisel  :n  your   Institutional  Eligibility  Notice,  pleabe  write 


or  "all; 

The  Higner  Educat-on  Institutional  Eligibility  Dranch  on  (20?)  73?- :Kfr.f ;  "r 
tne  occupational/vocational  Eligibility  Branch  on  UOi?)  T22~490£ . 


U.  S.      part men t  of  Education 
Office    f  Post  secondary  Education 
Divisirr,  of  Eligibility  and  Certification 
Washington.  D.  C.  20202 
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UNITED  SI  ATI  S  DfcPAR  f  MI..V  I  Or  KUtTATION 


MAR  £2  iges 


Our  Reference:  Qi'K.P'ir.PiDEAE-.GVLB-F-^ 


Amoticari  r.«rtvr   riutruv  i  Travel 
41/99  North  rVrtor.il  r**i*vjy 
Suite  106 

rum|  Ano  iv-ait,,  '-lurid*  i3U»4 


Accredited  by:  NKoC 
Control ;  I'i4ij  . 

■Re: 


SlhOtO 

North  il  Hj.jKwA,. 

ruppwo  Death,   I  lot  id*  3?Q'<3 


INITIAL.  ELIv  -M1L1TV 


Travel  I?.du3t-ry 


H  ia  a  pleasure  to  xnfor»  you  that  the  ichcol  lifted  above*,  operating  at  the 
Address  indicated,  is  considered  to  be  an  "eligible  institution"  for  the 
Guaranteed  Student  Lonn  Frograo, 

Students  4 t tending  the  school  aay  be  eligible  to  apply  for  educational  loans 
which  ara  nde  by  participating  lenders  to  be  insured  by  the  Federal  Government 
or  guaranteed  by  a  Stat*  or  private  nonprofit  agency.    The  eligible  student 
ajst  be  enrolled  in  an  accredited  postsecondary  progras  of  vocational  or 
technical  education,  at  least  300  clock  hours  in  length,  which  is  designed  to 
provide  occupational  a* ills  J*ore  advanced  than  those  generally  provided  at  the 
high  school  level  and  fit  individuals  for  useful  employment  in  recognized 
occupations.    An  eligible  correspondence  progras  ia  defined' in  the  regulations 
as  requiring  not  leas  than  an  average  of  12  hours  of  preparation  per  week  cv«»r 
any  12  weaJc  period  and  completion  in  not  less  than  6  months.    The  enclosed 
supplemental  information  and  instructions  contain  brief  information  on  the 
Program  and  further  procedures. 

Please  note  that  this  eligibility  pertains  to  the  school  listed  at  the  above 
address  as  long  as  it  remains  scored! ted  by  a  nationally  recognized  accrediting 
agency  or  association r  continues  to  operate  under  the  sa&e  ownership,  and  has 
not  violated  or  failed  to  carry  out  any  regulations  prescribed  by  the  Secretary 
of  Education.    Please  notify  this  Office  immediately  of  any  name,  address,  or 
ownership  cnango  to  assure  continuation  of  the  eligibility  status  of  the  school. 


Occupational/Vocational  Eligibility  Branch 
Division  of  Eligibility  and  agency  Evaluation 


Enclosures 

cc:  ILCB:CSS:0VES 
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ACCREDITING  COMMISSION 
mom.  muni  tun*  n 


June  11.  198? 


US  MM*  hi  ?#^ti 

OAv*C  1  Pt^t' 


Hr,  Joseph  A.  Ctlareso,  resident 
a.w.i.  Travel  School 
4699  Worth  Federal  Highway 
Poaptno  Beach,  FL  BOW 

Dear  Kr.  C*lire$o: 

The  Accrediting  Commission  of  the  National  Hooe  Study 
Council  »et  on  June  5-6,  1987  and  ft  is  a  pleasure  to 
advise  you  that  it  has  confirmed  the  approval  of  the 
Hart  School  for  Professional  Secretaries*  new  Secre- 
tarial course* 

We  Join  with  the  *e*hers  of  the  Accrediting  Cawafssion 
fn  extending  our  congratulations  and  best  wishes  for 
your  success  with  this  new  program 

We  loofc  forward  to  receiving  *  copy  of  the  final  edition 
of  the  Sec  re  tart  1 1  course  when  it  is  available. 

Sincerely  yours, 
WfH fain  A.  Fowler 


I'.  Hester  l.  Turner 
JoseoN  C »  Luwan.  E <,q. 
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FLORIDA  DEPARTMENT  OF  EDUCATION 
Betty  Castor 


CommtMiontT  of  Cducitton 


September  22,  196? 

Mr*  Joseph  A.  Calareso 

American  Career  Training  Travel  School 

4699  North  Federal  Highway 

Suite  106 

Pompano  Beach,  Florida  33064 


RE:       COURSE  (S)  -ADDXTIQNS/DELETIONS/AHENDMEtiTS 


Dear  Mr.  Calareso: 

The  State  Board  meeting  in  regular  session  on  September  18,  1987 
approved  your  request  for  the  following; 


The  Hart  School  for  Professional  Secretaries 
Professional  Secretarial  Training  -  400  Sours 


Florida  Administr ative  Code  Rule  6F-2.C05  states  that  when  a 
school  addsr  deletes  or  amends  a  course  or  program,  it  shall 
publisf   a  revised  catalog  or  publish  a  printed  suppletaent  to  be 
physically  attached  to  the  catalog. 

Best  wishes  in  the  continued  growth  of  your  school. 

Sincerely , 


Samuel  Ferguson 
Executive  Director 

State  Board  of  Independent  Postsecondar y 
Vocational ,  Technical,  Trade  and  Business 
Schools 

SLF:rw 


ssee,  Florida  32399 
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BASIC  TRAINING 
FOR  THE  HART  SECRETARY 
1  4.  COURSE  I  OUTLINE 

INDEPENDENT  STUDY:     (appro*,  230  clock  hours) 

J.      The  Secrctarfsl  Profession   {approx.  5  dock  hours) 

This  lesson  discusses  ihe  history  of  the  secretarial  profession, 
as  well  as  the  growing  need  and  tremendous  career  opportunities 
available  for  secretaries.  Afso  examined  are  the  qualities  of  a 
good  secretary  and  methods  for  developing  proper  study  habits. 

2.      The  Office  Environment  {approx.  5  clock  hours) 

Tli*  lesson  orients  the  student  to  an  office,  stressing  the 
importance  of  developing  a  routine  in  work  activities  and  of 
approaching  work  with  a  positive  attitude.  Proper  time  man- 
ftjprneni  and  problem  solving  techniques  are  also  discussed. 

1       Communication   (approx.  5  dock  hours) 

Ihe  importance  of  communication,  the  fot-r  thief  forms  of 
umimumcmion  and  effective  means  of  communicating  with 
others  me  examined  in  this  lesson.  The  student  will  learn  how 
in  improve  reading  end  speaking  skills  and  how  to  handle 
conOu.1  and  criticism. 

<*       Tefephone  Techniques   (approx  5  clock  hours) 

ihts  lesson  looks  at  ways  to  improve  one's  telephone  voice 
and  also  discusses  telephone  courtesy  and  etiquette,  as  well  as 
0»e  correct  ways  to  handle,  screen  and  place  phone  calls. 

5  Resources  and  References  ....  (approx.  6  dock  hou^) 
llus  lesson  discusses  the  various  research  sources  and  references 
with  which  the  student  must  become  familiar.  Among  sources 
considered  are  people,  desk  references,  library  resource!,  pro- 
fessronal  directories  and  indexes, 

6.      Handling  the  Mai!   (approx.  6  clock  hours) 

Hit*  lesson  audits  the  correct  handling  of  incoming  and 
outgomg  mail,  the  importance  of  processing  mail  quickly  and 
the  v»rinus  meihods  of  organizing  and  sending  maii. 

?.       Fifing  snd  Record*  Manajemem 

(approx.  8  clock  hours) 
■n  tins  lesson,  the  student  mil  learn  different  methods  of  filing. 
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types  of  litcs,  Wing  supplies  and  how  Hies  ami  recoids  ate 
handled  and  minted  from  beginning  to  end. 

g      English  Composition  (spprox.  8  dock  hours) 

importance  of  writing  well  is  examined  m  this  lesson 
The  part'  tech,  the  rules  of  punctuation  and  capitalisation 
*nd  way*  *v     'd  your  vocabulary  are  also  covered. 

9.      Buiineu  (;©rrespondence/Sp«e«*writlng  . . . . . . .  ■  •  ■  ■  •  • 

(approx.  80  clock  hours) 
This  lesson  discusses  the  composition  ami  preparation  of 
effective  business  correspondence  and  examines  various  citer 
forms  and  styles,  the  importance  of  proofreading  and  the 
purpose  of  memoranda.  Also  included  with, this  l«son  a  a 
Speedwriting  Shorthand  ter.tbook  accompanied  by  a  Speed- 
writing  Shorthand  workbook.  The  student  b  expected  to  work 
through  the  lessons,  building  'peed  at  noielakmg  and 
transcription. 

10  Arranging  the  Business  Trip  ...  (appro*.  6  clock  hours) 
This  lesson  consider?  the  importance  of  making  g.xxi  trave, 
arrangements  for  one's  employer.  Under  consideration:  the 
objectives  in  making  the  arrangements,  the  importance  o!  both 
company  .ravel  policies  and  employer's  persona!  piefeiences. 
usmg  a  travel  age  nt  and  scheduling  reservations. 

H  Handling  Office  Finances  ...  Upprox  10  clock  hours 
This  lesson  introduces  the  student  to  some  of  the  basic 
procedures  involve*  in  handling  office  finances,  including:  what 
is  invorvrd  in  casn  transactions,  how  businesses  set  f-es  and 
prices  tor  goods  and  services,  basic  bookkeeping  procedures, 
handling  of  petty  cash,  payroll  preparation  and  banking  pfoce- 
dure*,  billing  procedures  and  methods  of  paying  bills. 

12.     Office  Machines/Typing  for  Everyone  .  ... . . . . . . . .  ■ . 

(approx  t  tO  cluck  hours) 

in  this  lesson,  the  student  is  introduced  to  the  various  typo 
yf  office  equipment  encountered  in  a  professional  career.  Fore 
most  is  the  typewriter,  the  universal  of  Ike  machine  wliiui  is 
found  in  nlmusi  evcty  office  setting,  the  student  k  tape-led 
to  practice  and  become  proficient  on  the  Royal  elects  typewriter 
included  w.tlt  this  lesson. 

Abo  included  m  the  !iM!cpendeiit  SlmU  pu.giam  arc  f*e 
books  t«n  "Your  Professional  Image  ' 


Hook  I      Grooming   («PP™*-  *  hours) 

The  focus  of  the  first  book  is  on  personal  grooming,  intro- 
ducing the  student  to  different  techniques  for  body.  Am  and 
ha»r  care.  Also  studied  are  ways  in  which  nutrition,  diet  and 
exercise  contribute  to  the  complete  Professional  Image  of  THE 
HART  SECRETARY. 

Book  2      Ctamou-  dPP'o*.  5  clock  hours, 

This  book  examines  the  importance  of  well-applied  make, 
up  in  creating  a  Professional  Image.  Step-by^tep ' 
In  choosing  and  applying  makeup,  make-up  bricks  choosing 
the  most  nattering  hair  style  and  foot  care  are  also  covered 

Book  3      Color  and  Vou  Uppnw.  5  clock  hour,) 

In  this  book,  the  Tocus  is  on  color  theory,  including  deter* 

ruination  of  seasonal  color  groups  according  tc ^personal  cotormg 

relationship  between  color  and  emotions  and  the  link  between 

seasonal  color  groups  and  personality. 

Book  4  Putting  U  All  Together  .  (apprcx.  5  clock  hours) 
This  book  guides  the  student  through  the  steps  oF  figure 
analysis,  discusses  fashion  colors,  styles  and  lines  to  make  he 
mnst  of  one's  figure  and  helps  the  student  evaluate  his  or  her 
own  clothes  so  that  he  or  she  cm  plan  a  quality  wards  ri* 
to  complete  the  Professional  Image. 

Book  5      Getting  Started   Wprox  6  clock  hou'Sf 

In*  final  book  guides  the  student  through  the  process  ot 
rinding  employment  as  a  secretary.  The  a'jdcnt  is  aided  in 
identifying  marketable  skdb.  Is  given  ster>by;step  instructions 
on  preparing  a  resume  and  cover  tetter  and  *$  taught  vanous 
methods  and  Strategies  for  conducting  a  job  sea^r..  irve  nr-ot 
also  prepares  the  student  for  a  successfutjob  interview. 

1  5.  COURSE  it  outline: 

(Monday  through  Friday  9AM  -  6  I'M.  *0  hts/wcel  M 
.1  .vecks.  minimum  t?0  cluck  hours) 
RESIDENT  TRAINING 

Upon  completion  of  Course  I,  the  Independent  Stud*  Comi* 
the  student  *»H  he  invited  and  scheduled  to  attend  Resident 
limning. 

Cluv.*s  <vc  rotfucted  and  super%Ued  h>  o>;r  o*n  HAF.r 
SCHOOL  staff  of  highly  quaiiied,  knowledgeable  and  e>rv-- 
riv..:-ed  specials  »n  the  Secretarial  Field. 
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fivcrything  the  student  hus  siudicd  hihJ  learned  in  Course 
."  l.-llie  IndepcmJcnt  Study  Course,  is  fine  tuned  with  practfra! 
on»ihejob-type  training.  Class  discussions  and  realistic  rule 
playing  form  in  integral  pan  of  the  Resident  Training  format 

fn  addition,  fr*,m  time  to  time,  special  arrangement*  are 
panned  to  invite  guest  speakers  from  tfie  business  community 
who  give  helpful,  career-related  talks  «nd  seminar. 

to  order  to  provide  our  graduates  with  an  *cdge*  in  the 
Secretarial/ Clerical  Job  Market,  we  have  included  another 
exclusive  feature,  a  comprehensive  Pmfessiunal  Image  and 
Empioyahdity  SkMs  Course  which  will  he  tailored  to  each 
student's  personal  needs 

Specifically  ibe  following  areas  will  be  covered  at  Resident 
Training: 

Wwk  *       ■  (appro*.  40  clock  hours) 

Review  of  fifing  techniques  {appro*.  J  dock  hours) 

Developing  telephone  skills  (appro*.  3  clock  hours) 
i>evefoping  communication  skills      (appro*  }  dock  hours) 

Handling  the  mail  (appro*.  5  dock  horns) 

Time  management  (appro*.  3  clock  hours) 

Speedwntfng  (appro*.  5  dock  hours) 

Typing/ Word  Processing  (approx.  20  clock  hours) 

The  basic  skills  are  used  in  a  realistic  office-like  setting.  The 
student  can  actually  ptsciict  the  various  types  of  filing  methods 
and  perfect  his/her  telephone  etiquette.  The  student  will  work 
on  communication  skills >  how  to  handle  incoming  and  outgoing 
mail  ind  effective  time  management  techniques.  Speedwiitmg 
skills  will  be  developed,  The  student  will  also  practice  building 
typing  f  peed  and  be  introduced  to  word  processisng. 

Wt*k  *  (appro*.  40  dock  hours) 

Review  of  making  travel  arrangements 

(appro*.  3  clock  hours) 
Office  finance*  (approx.  3  clock  hours) 

Office  equipment  (appro*.  3  dock  hours) 

English  composition  (approx.  3  clock  hours) 

Resource*  and  references  (appro*.  3  clock  hours) 

Sperdwritlng  (approx.  5  dock  hours) 

Typing/  Wo*d  Processing  (approx.  20  clock  hours) 

The  student  becomes  acquainted  with  office  machines  and 
*  10. 


equipment,  the  handling  of  petty  cash  and  other  office  finances, 
how  to  make  use  of  resources  and  references,  and  learns  to 
make  travel  arrangements  and  to  prepare  business 
coircspondence.  Specdwrifing  and  transcription  skills  will  be 
developed.  The  student  will  practice  lo  build  typing  speed  and 
build  word  processing  skills. 

vv**k  3  (appro*.  40  clock  hours) 

fvpeedwriling  (appro*  5  dock  hours) 

Typing/  Word  Processing  (appro*.  20  clock  hours) 

Piofcssional  image  and  frlmployabilitv 
Skills  Course  (approx.  1 5  deck  hours) 

Speedwriting,  typing  speed  and  wort  processing  skills  will 
continue  to  be  developed.  The  first  part  of  the  Professional 
Image  and  Emptoyability  Skills  course  will  provide  the  class 
with  some  basic  information  on  Professional  Image  and  general 
appearance.  The  second  part  of  the  instruction  will  be  directed 
toward  each  student  to  enable  him  or  her,  with  the  aid  of  the 
instructor,  to  develop  his/her  own  Professional  Image  Guide 

to 

u)  Color  Analysis 

b)  Appearance 

c)  Personality 

d)  Wardrobe 

e)  Self-Confidence 

0  Professional  Self  Promotion 

g)  Attitude  and  Conduct  During  the  Job  Interview 

h)  Self-Directed  Job  Search  Techniques 
t)  The  "Edge*  in  Landing  the  Job 

1  6.  SKILLS  TO  BE  LEARNED 

Course  I  -  the  Independent  Study  Course  provides  the  student 
with  the  basics  of  the  Secretarial  Field-  Specifically,  the  student 
will  learn  the  following: 

a)  How  to  Study  at  Home 

b)  The  Office  Environment 

c)  Written  *nd  Oral  Communication 

d)  Time  Management 

e)  Telephone  Skills 


f)  FUin$  Techniques 

g)  MtU-htndUns  Techniques 

h)  Use  of  References  *nd  Resources 
\)  Handting  of  Office  Finances 

])  Use  of  office  equipment 
k)  Typing 

SK*h  in^on  on  the  fo« 
*)  Typing  kkI  Word  Procoan* 
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ACCREDITING  COMMISSION 
NATIONAL  HOME  STUtt  COUNCIL 
t*0l  •  It!*  STfcfcfcT,  NW«  WASHINGTON  DC  KWV»  201 


t^AaoiOfr  «*x>ts 

CAR*  (Hf**H»J 


*V>tL-AU  A  K^^t 


March  ?,  1985 


Mr.  Joseph  Calareso,  President 
American  Career  Training  Travel  School 
4699  North  Federal  Highway 
Suite  206 

Pompano  Beach,  Florida  33064 
Dear  Mr .  Calareso; 

This  certifies  that  American ^ju^er^sining  Travel  School  of 
Pompano  Beach,  Florida  is  accredited  by  the  Accrediting  Com- 
mission of  the  National  Home  Study  Council  and  ia  a  member 
in  good  standing  of  the  National  Home  Study  Council. 

The ^schoplwas  accredite^on^Margh  6 .  1985.  It  has  been  found 
to  meet  or  exceed  the  Commission's " pubUs bed  academic  and 
ethical  standards- 

The  Accrediting  Commission  of  the  National  Home  Study  Council 
is  listed  by  the  U  .5.  Secretary  of  Education  as  a  "nationally 
reeognjzed  accrediting  agency."  Th*  Accrediting  Commission 
js  also  recognized  by  th*.  Council  on  Postsecondary  Accreditation. 

Sxneeivly  your* , 


/I 

William  A.  Fowler 


br 


BEST  COPY  AVAILABLE 
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A.T  I  O  N  A  I     HOME     STUDY  COUNCIL 
mm.  m  w    •   wav<inoto*.  o  c  too©*  •  w».m«4»oq 


Ct6* t  u(  1  S<  l«ttuit«r  D.irtit 


March  7,  1985 


Mr.  Joseph  Calare&o,  President 
American  Career  Training  Travel  School 
4699  North  Fecter^l  Highway 
Suite  106 

Pompano  Beuch.  FL  33064 
Dear  «Joe. 

We  are  cerUiiHy  plea^d  to  welcome  you  as  a  member  oT  the  National  Home  Study  Council. 

Your  official  Ccrtilict*  of  Accreditation  will  be  presented  to  you  „t  111*  Annual  Conference . 
1"  you  will  proudly  display  it  in  your  school.  This  Certificate  will  remain 
the  property  of  the  Aecreuitmg  Commission.  Your  school',  name  will  also  be  l»t*a  m 
our  Director'  of  Ac^^ije^^  *hued  xn  July ' 

We  are  enclosing  copies  oi  the  official  seal,  and  you  may  use  this  seal  and 

your  accretion  xn  acr*  rdanee  with  the  provision,  of  Section  »  P  1  of  the  NHSC  Bum 

ness  Standards, 

We  are  enclosing  a  copy  »f  the  NHSC  Business  Standards  which  prescribe  t^  ^nirnur, 
polices  accredited  schools  must  observe  in  all  phases  of  school  operaUons  ■  You  are 
obligated  to  observe  these  policies  immediacy,  and  you  Kill  want  to  -tudy  carefully 
Section  111  B  on  Cancellation  and  Settlement  provisions  to  assure  full  compliant  by 
your  school. 

Also,  a,  an  accredited  kcuoo!.  you  may ,  upon  application,  be  entitled  to  be  listed  by  tM 
tf.S.  Education  Department  a.  an  "tfirfble  institution-  for  certain  federal  loan  and 
grant  programs . 

You  may  wish  to  be  listed  a*  "eligible*  and  stui  not  actively  participMo  to  tne  prcgrauu  . 
In  any  case,  you  may  want  to  write  to  tne  person  b*5ow  for  more  information: 

Mr.  John  Uchima 

Eligibility  and  Agency  Evaluation  Staff 
Bureau  of  Post  secondary  Education 
U.S.  Education  Department 
Washington,  D.C.  ?02Q2 
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Mr:  CAiftre&Q 
Page  Two 
March  7,  1985 


Wc  hope  that  you  will  participate  actively  in  the  Council,  and  everyone  an  the  NHSC 

h*'e  t0  *erve  YOU  1,1  ^  wty  w*  can-  Be  s^re  to  attend  as  many  events  aa 
possible,  particularly  the  59th  Annual  Conference.  April  14-17.  1985.  at  the  Don  CeSar 
Hotel,  St.  Petersburg  Beach,  Florida. 

We  trust  that  you  will  Ond  the  NHSC  and  its  services  helpful,  and  please  feel  free  to 
ma*e  suggestions  for  improvement  at  any  lime ,  Welcome  to  the  NHSC! 

Best  wishes . 


William  A .  Fowler 
bx 

Enclosures 

cc    David  Peuplet> 
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m       "  1            '                        DtMAT*i**«T  Of  HXHATtOAJ 

#DM*  A«*AX*Vf  t* 

OMI  M  HH  no— 

row  iduh  om.y 

REQUEST  FOR  IhlSTiTUTlOMAL  ELIGIBILITY  FOR  PROGRAMS 

(ifrn*r  tt>?  Htgfi*r  fffttc*hpfi  Act  of  f965  M  *trwt,Mp*f 

ftkvtf  *lt>  ■*  f 

,  <k'A.*«>             1    \t      tflf      .»«•    «  HI 

AC  A<klM*    ,  ' 

ITJl  ifi^tiiot  «  MtAuM  Mid  ^  KKWt  UvmUw  V i  ^  IH^.  m  iiwvM  .  P  L  IF  fvtt  do  wo*  io«if4ru  ttm  Umv*  >.m  anil  «oi  tx 


1    MAIM  0»  iN«t(tuT«0*» 

A*«rlc«»  C*r#»r  Training- 
Travel  SchooJ 


4699  H,    Fed#r*l  Hvy 


33064 


i   |A*A\OtI  A  iWUl'MI  AIK>*  MO     J  *  I1»>i|«  OR  PtIMMf  M  » 
,«Wf^'  »!•  IKS! 

ft/A 


•  k?«    THl  N*T»TUtlOM 


([n,'n>i  i)|»i(,U  on»xrHf  j  f^Ml*  iM»ti(5W 

#    >»•*<•   .Vi't  Twl  'OAj  <S  A  M  *AA*  71  i  v  At  C  *•>•>**(?  i 
AMD  ALVOAtt*  tff   ™>  PACINI  IM»riT.iTiOfc<  l>W  «.  I M 1 

N/A 


IF  *0|iN  'VVit  iOt>  £.»»  I  A*  AOlTMCOMUA*  *  i  L1L/C  AttONAk  '  AUltAAMt  AT  AN  * 

4,,%!!  t>  >M  itlM  *   HIT  tMl  *[tOF)(Utt  Of  tnltt  OTN*  A  tWCAflOM  l4*C*fA  M  A* 

N/A  p 


THAN  *M»  AOt1A«ll 


UA>i  *Of5  5«CO*OA**  pAi»1A)uCTil5Aj 
,flA»T  WiViN  iHimr*  J*r  f¥ 

Jan.   20,    1983  N 


7    CQNTAllt.  fCN^I 

■-,7/  AM^ru^r  u  .  *«f  inti.  «;  tat  a  <•  fA*  As-ww«ir  /t**w  Mr  IRS  rem} ft**  «v  «awta»»«  «r 

re  iAk*  >»iwAiAtit  #rr  Ma  A«««ll  m«Aw  ArrAAM  Mi  fAtf  J>  Af  A*>  ftftw  t*«At » 


K_]  Ff*0**At I  T  AM ■»  >*nrmt*  lc*  *™fli, 


i  'A  A  MOMAAOAtr  >**•*»  1  UTiCMw  Ool*  T»»  im»T»Tl> 
TION  TAAIA  iHUItflPunl  Ul»  AIL«».-.tOt<*  VOCA 
TlQMAQ*  TO  At  T  I  ACHi  A>  Of  HKl&kUtd 


L.J  T** 


•  SLi**L«  INt  MAUI  At  THC  AOtftCt  IP*  TOUR  11  ATI  IV  ftMlCH  TttC  IMfTlTL' 
TtOW  it  ilUAk.LT  AWfNOAfftD  T^  '*OVlD«  A  'RflliHAM  Of  IDUCATIU* 
BlTONU  ISCQtDAKV  tPVCATtON  fN  Tfff  ATATf  fAfArrA  •  «yyg^»wm 

f*etC»«coitd*rT»  Vocation*! ,  T*chnfe«l ,  Trad* 

^2  301 


t»  ACCAIf.T  ATtO«t  AMD  iTf  At  Tl  ANATIVf* 

*  tt   Tn(  .AjtllTilTIOM  i%  ACC«I  fltTCD  OH  *AI  ACCAtOITtD         A  NATtOttALLV  «ICOONt^«  0  ACCA|DtTifc»C.  *0»  •»«  V  OA  Aftl* 

tfftt  C»tieK  AMPAAt>VlD|  A  CUAV  PA  CO*'H  U*  T  **l  ACC  «l  O'T  AT  *OH  AOT^C**.     A  i  «*T  Of  VM|  MiQCNtZla  ACCMDtTlhO 

A<,«^c.i».f  i«cuo»fo    AwcricAn  C»r««t  Tr*ioi«JT  -  Tr«ir*I  School   is  »ccr«dit«o 
by  ch«  K*tion«l  Ho««  Study  Couacil.    ,Sm  «tt*ch»d  l*tt*r 


D|_{  4*  Tn|  .M»T>TMTLOM  a  AMLiCATiDH  PQA  ACXAtOtTATtOM  «&  As.  AI  ADV  ACCIPTfO  *V  A  NATiO**At  L  T  *i  COt.ty»/l  O  AC  C  *l  O- 
TiMCV  ACiMCv    Rut  T  Ml  iNttiT^TlON  tlCKf  |L,0>#tt.lTV    <UWI1  A  ?  UNDIWO  tMi  A"L  tMI  Of  T  »4*  P#f*RlWMT  ^  IOVCA 
Tu«N«A*eo  lA)  TAAT     f»*  TM(  «C«<  t  AA *"»  MA*t»#0  AM  AL  Tf  A»»A Tl Vf  Q« Tt  «M'A5Ar<0«»  <W  Ml i*<  Af  TOA*  AAtUM Af*C« 
CHI  CA  AMO  P  AtiviOt   Tm|  (HH'UMKfTf  AtDultTIDtNTNl  *T1AC»iaat>lCHLiM 

t  t.i   t#  THl  CLlO'fflttTV  MIOtrffT  »»AAAT».V  HN  THl  TKAIt  iMtTtTUTlOMAt  CI  *T         AT  inN  MM  MOD  CH«CA  AMl>»MO 

V>Of  OM  A  UrAiATt  fAQI  TMt  ifcrOftliATiON  UQuktTtO  IN  1  f*t  ATTACK!  0  NCTfCi 

lt[    i    .r   tHt  l«lTiTUT«ON  (t  A  rUSLlC  tt»TMeO*OA**  VOCA"ONAL  tM»TlTUT»OM  AfVROVIO  AT-  A  IIATf    »C.tHC>  «fCOt.M»f#0 
AT  tMl  tCCAtTAAV  A*  A  At  t-iAtLf  AWtMOAttT  A*  TO  T  Ml  OWALit  «  OA  »vAi»C  »0*Tt»COMUA*«  vCV  ATiOMAk  lUkiCAT-OK 
>AJ  VOUA  |TAT|.  CHB&A  AMD  At  T  4(M  A  COf  *  Of  TNk  Af*«OV»L  MOTrtl*     A  L.llt  OA  T  H«  AfCOOMtflO  ATATl   ACVIMCtkA  '1 
IMCLOMO 


-  t»»»r  f»i  cow  am  »  .m  f  i. 


tfKl,  t»*IC* 


£8rQftH!M*.  t^A* 


ACPLACtt  (X   fOAM  tOAA  tXy%\. 


BEST  COPY  AVAILABLE 
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/.«^:??£,,MTl0*  *****  "  "  «*,OA  ll^.KULCH-l    UK  ' 


Jnhn  CiUrtio 

11*60  NW  il   St.    Cor»l   SpriOM.  FL 


33065 


Jo*pph  A,    Cilirtio  ,  > 

10108  NW  I  Nmor  Cor.l  Sprint.*.  FL  130*5 


Jttft**  D.  C«l«r*»o 

U65  Savevird  V«v  Wait   Pal*  l#Mh, 

~>  


fl  inn 


MR     NT  OF 


?5  im 


33  1/3* 


t  I  no 


   L"J  vi*        ^  [1?}  mo 

i   th*  proc««»  of  conilttlttj 


PfDfMAL 


M  Ml  Af  CI  m«  »  ATA»ttti 

t*"»<>LlM»N'  AuKHWIMT 
C  .  «t*l  !*♦  PRC  UQ1  >C"*A4 


■  Utt  T»| 


to   *T  klAI!  N*if  rtMft.  »yr  kru 
THAN  lyM,  Tthtt 


!  "J  1AlWt*1»R 


tti  «vh|  ai  « f«i  *rit«i^iON  R|t 


N»M|N1«  CAf»  »{ 


i,,,'.'.L.l2V.'%.lH!  MliNW.NI  WMlfHlA     Hill  |tu»N<»  ~AV«    T  Ml  AB.thl 


Cattla*  p-4- 


5U  *v 

f"3  NO 


A.jM   *Ht  illicit) 


'^MMl,«VS<(BrM(lM«R   rM4M  H..UIN1V  I M,  A.,L,|,   t..  «<N!F,T 


»«l   'OnilWiMi  OiCVNIf  A  NO  CIA*!  >t  ATI  ^lii)OKktM 


!<..«* ami  r»trri 


*«i>C  A«t  [•IwNfl  »AOONA*«)  ir\«fl/ 


N  ^  A 


Tvo  diplomat  art  iw«r<t«d 


BEST  COPY  AVAILABLE 
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^  _ k     MMtrMM^fH^wt  (fiwtin  k»*T^Kk  i*»f  MOflMfc<iOM(«itti*  tM»  menu. 

■  . .«« ^oo—  !•«•». »°—  «• 


Aaertcen  <ereer  Treiolnf 
Tr«*el  School  offer*  on* 
pro*r#a  entitled 
"Seelc  Treinin*  for  the 
Travel  Industry" 

Thle  progrftp  ie  divided 

IntO    two  COBPHI! 


Course  t 

Jnd#  ptindtnt  Stud?  Ccoti' 
(»inf*u»   2v»l)  clock  heurft) 


Court?  II 
Reeident  Trelnift* 
(MtntMun   120  clock  hnur«> 


vtrki 


•  pr  nx 

VCtli  V 


fprcx 

p«r 
week 


4C  hr  » 
per 
week 


CIMOtf*  i* 


d  s  r  t  o» 


gyeTtf*C*TK»t    


.Toeepf*  A .   Celereeo  Fr»f l<*tivt 


Kerch  It. 

T»kfrMOtaC  numb*  ft  :t*cmt* 


£0  FOAM  IfrH  **A 


ER?C 


BEST  COPY  AVAILABLE 
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jimerican 
Career 


279 


TRA  VEL  SCHOOL 


fraitufuj 


9t7-990fi 


916-  55 .57 


726-  U02 


fOti.  !Are*&anrv  Bemdi  Rcrida. 


Attached   Ik  a  copy  o."  our  current   school  license  end  s 
*t»or»edue  shoving  the  dete  for  the  renew**  of  owr  license. 


285 


0 

ERIC 


Certificate  of  Xttensure 

^eititnotonbp»U  ttjat 

AMERICAN  CAREER  TRAIN  WO  TRAVEL  SCHOOL 
4699  North  federal  Kighvay 
PompAno  B«ach,  Florida    3  3064 

»  UCtH«D  TO  Om«  THE  r«.W»MO  COU«««  Of  INtTWUCTtOK. 

Baste  Training  for  the  Travel  Industry 


2  SB 
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S  r  ATI  HOARD  or  INDEPENDENT  pt  M  SECONDARY 
VOCATIONAL  TECHNIC  At  TRADE  AND  BUSINESS  sCHiKHS 


l*trfc%  I* 


TO:  America*  Caioer  3, * , n , nq/Tr avel  School.  Pomp.no  Beach 
FKOH;  Llbfcy   p.   Huogmfi,   K*ecutjv*  Oir*ct< 

Ri.  t      Placcrent,  -Sjn  Agimda 


hcnooi,  Poropano  Beach 


PLACK f 


holiday  Inn,  Inter nat *r  ,4]  *irport 
•International  Ballroom" 

T,C,  Lee  Road 
0;  lando.  Florid*  $2Q1? 

OATL  *  TiMtr     March  15,   m*  at  8:30  a.m.   -  5 . 00  p.m. 

grass  s*:«sx!"-Hss:^ri^r^?i;si?i.'-K:^~ 

cxi 
I  ) 
i  ) 


i  f 
1  i 
1  i 
1  1 


Consideration  of  appitc»Uor,  far  renewal 
Consideration  of  applicator,  for  new  school 

Revocation  proceedinqt 

Compiajnt  lodged  against  youc  school  and/or  agent 
Other r 


Vour  attendance  it  requested. 
Thank  you. 
LMttcS 


o 

ERIC 


BEST  COPY  AVAILABLE 
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.sjmfrtm*  (arrtr  Jrmmimf  < 
\lrac*t « fried 


ENBpUMENT  AGREEMENT 


amtCAwr*  f  uu  «*me 

AOO*iSS  

TSkf  ft<0*€        .  ,.  - 

reSItr**, 


 A6t  - 


.see  sec  it  


I  h«f*fcv  aoo*  fof  ■orolimani  wtih  Ammtcan  Clfwi  Tia.mng  -  Travel  School  (A  C.T  .I  tor  th*  cuurse  Ba*te  Tratntntf  to 

.  J  „     TT. '«.......     ,  ,h«  rtiLiru  H««»!v  ami  tomoletelv  euplamrd  !P  me  I  futiy  understand  that  *f  mv 


tmt  Trava*  t'tdustry    I  nave  had  th«  course  dt«r»v  and  completely  r»p!ain«f  to  me 
eoroJimant  afire*  men!  •*  accept  by  A  C  T  .  tl  shall  be  itoamfd  a  h.nd.no  contract,  and  •  shall  reca.ve 
A  compfetafy  fifM  out  copy  of  This  Enrollment  AjrfMfiwnl  &>gned  by  rns,  and  by  youi  representative. 
Tha  ACT  •  Travat  School  CauJoa. 

A  comptetv  set  of  20  lesson*  that  compose  jh«  I  rutependant  Study  Cou**«  ma*led  to  ma  *n  groups  of  3.  as  study 
proves*  it  maintained  and  provided  ruition  pay  mama  M  applicable*  ere  currant 

\  20  clock  hows  of  Rauctem  T»a»»i*>tt,  to  be  completed  within  1 5  months  from  the  acceptance  d3:»?  t>{  5ritt  f  m  ollmeni 
Agreement* 

Employment  Aeatatence,  however  no  guar effle*  of  emptoyment  is  mada. 

A  CT. -TRAVEL 
"BASIC  JftiWNINsiliGIl^^ 


COURSE  I    20  le*sons'app*o* 
200  Clock  Hours 

i     10  Wiwt  *  »wiMinmu  tout*  h 

Mi*  t  M*«IMI<«i^<WM  WW***"  C«*»l 
M     >Mww»*<yp*  Mitt  «•*  ****  nttt»l.»  trfVM 


COURSE  H  120  Ckx*  Hoo*ft 
iS  hf*vday.  5  deys/ws.  3  wks  J 
Rf  $IPEMJ  TRAINING  COURSE 


rv    M  *******  •»  B#*^«tf 


f  Tha  Tocat  Co^fM  Prica  ts  11.295  00  whKh 
tfH.iudaa  *900  0C  few  Coursa  1  Ctndapandant  Study 
CovftaK  M9&  00  to*  Ceufsa  H  (Raatdant  Tfainimj? 
MHJa4lfa*atadta»ch«fvomaWfiai*  ^  does  not  include 
any  travat  aJipaoaaa,  t«v»ng  accocnmodatcons  of 
maara.  ate  Our  lutiwo  po*tcy  r>o*matty  rwjuifes  tho 
futt  t  V2M  00  Pa  pan*  at  Um*  of  anroftmem  (Cash. 
PC.,  Viaa  of  M  C  }  Howavaf.  ff  you  must  delat  a 
portton  o*  tha  tutiton  faa.  you  may  salCCt  «  v*'**ty  of 
dafafrad  paymant  p4ar»»  oK»f  «td  by  A  C  T  Such  pUns 
c»n  ba  foe  up  to  oo^  yaw  with  no  fmancti  o*  uttarest 


TyJTiON 
^?a) 


CASH  PRtCE 

cash  down  payment 
unpajd  Balance 

Of  CASH  PRICE 
|{*|  minus  fbjj 


You  will  pay  tha  Uhp<ltff  Balance  of  C<iSh  PtXct  u> 
shown  abova  as  follows 


charoaa 

PfaCWAOE  RATt: 

FIMAMCt  CHARGE 

rut  a*»»  kw"* 

t 

f 

• 

YQtAf  &ctec  Pnc* 

(  h*  tt>L»;  to*i  cH  raw  owit^n* 

» 

LE  wcl  at 

A*N»mH  — eft  p*i+m* 

• 

twnmn«                                                             ^              ****  °*  **cft  <W*f*v 

Tha  "Total  Couraa  Prica  must  bm  p*d  tn  fuii  p#»o*  to  attain?  Raatdant  Tf  airtmft.  You  may  £*ap*v  in  ««R  at  anv  ttma 


ER?C 


BEST  COPY  AVAILABLE 
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I  Tht  "TOW  CcHjrwi  Pftc*"  n  11,205  C  *  wtwch 
rfiehrt**  WOOCX>  tof  Court*  i  nrvseporyfem  Stwfy 
Couf$«).  §495  00  for  Courw  It  (RtSKtent  Tritmr^} 

ftTKJ  «n  rtJolrf  tt»Chtr>9  m*t*<(*f* .  ff  d0«*  HO?  iOCfixH 

•n*  trMt  «p«m.  Kvtng  •<*oromoaMion*  or 
mo***  «c  Our  t union  potey  rnxm^ry  roqtfrt*  the 
fufl  l1.2dS.Q0  ho  paid  »t  ttmt  of  •wolimtfrt  (Coin 
CK .  VJM  Of  MC)  Howtw,  *f  you  mus*  fefer  « 
portion  of  If*  tu4tion  ft*,  you  may  t*J*ct  •  vir  rcry  of 
o*fatr«t  payment  pitn*  tiered  Dv  A  C  T  Such  plan* 
can  t*  fo*  up  ro  on*  year  with  rto  finance  ot  »n?»r#*{ 
Charon 


TumoN 

{•I 

CASH  PRICE 

*  ., 

CASH  DOWN  PAYMENT 

t  , 

fej 

UNPAID  BALANCE 

OF  CASH  PRICE 

£(•)  minut  mi 

You  will  pay  Ina  UnpjKJ  aalanco  of  Ca*ft  Pmco  *t 
ahown  Above  at  taMowx 


ANARfAit 

f*tRC**TAQi  RATI 

% 

MftAftC€  CHAAOC 

n«M  mm*  MM  MM 
• 

Amowwt  Hnwstd 
Tft»  ftm**f*  «l  p*«4 

• 

• 

Te*tf  t**M  FV*» 
V 

YOURfAVMIMT  S 

CHtDULE  VVTU  W 

1 

f«i  pft  f*w  •*< 

*tt  that**** 

Tho  Total  Coutm  Pr n»u»t  ba  paui  tn  fuf! prior  to antnoing  Rtakfem  Trawwn*  You  may pf«p*T to  fu«  at*ny  «m« 
^ri?t^titf?LCiS/i>R  C0UR§ E S  AS  PfltNTBO  HEREIN  THERE  ARE  NO  CARRYING  CHARGES,  INTEREST 
TOTSOLD  TO  A TWkQ  PAftrf  AT  ANYTIME*0  °*  CMARGEDWTH        °*  THESE  PROGRAMS  CONTRACTS  ARE 

*  unotritantf  ami  aorao  mat  ih*  «*frt»onal  «$ft*m«nt«  and  provitKK  *  on  <h*  nvtrw  ik*  h+raof  ara  pact  of  tht* 
Agrt«ment  and  a  part  of  ? h»»  Contract  D*ndn>g  upon  mo.  J  HAVE  READ  90TH  SW)€S  AND  HAVE  RECEIVED  ACOPY  Of 
THE  ENROLLMENT  AGREEMENT  I  HAVE  Rf  CEfVED  AND  READ  THE  A  C  T  VTf&vEL SCKWH CA^OG 

Tl>  f UYtH  <A>  ?°  NOT  SIGN  THIS  CONTRACT  BEFORE  YOU  READ  IT  OR  If  IT  CONTAINS  ANY  BLANK  SPACES 
RIGHTS        ENTITLED  TO  AN  EXACT  COPv  of  THS  CONTRACT  YOU  SlGN.  KEEP t?  TO  ^OTECTvOUR  liSi 


«  Cmti   at  M  c  -„  vtsx .  — 


&*GMfD    .  .  

£>AT«   


PLEASE  READ  THE      JIT10NAL  TERMS  AND  CONDITIONS  O     HE  REVERSE  SIDE 


2S3 

ESl£    28-765  -90-10 
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ftPPmPKAL  TiflMS  A.NP  CPNP!£g&§ 

I.     firftundt  for  Imwflillflfl 

ACT  reserve*  tn*  nght  to  luminal*  any  ttudent  ptkv  10  completion  of  naming  for  en*  the  foltowirtg  reasons  ft} 
failure  10  maae?  any  peyment  due  end  owfhg  ACT  ewtfcm  th»rry  (30)  days  alter  tt  ifi  due  |m>  failure  10  etxrnptcte 
*uccewfuliy  the  Inrf^mJin!  Study  CoufM  end  R*s«fe?nt  Training  wfthm  1 2  month*  from thv  acceptance  date  pt  the 
•moJimenl  agreement,  {tn}  failure  to  etmpty  wtth  the  rules  regulations  end  poises  regarding  R*s<dent  Treeing  ijmi 
forth  inthecetetog  ACT  shai:notifytfw  student,  u.wtiting.of  ft*o>c«»K?ntor#fm»n*t*»rKl5fo^mt»thcf»of  Ihedaieof 
such  not'C*  shell  be  deemed  |h*  officii      cm  nation  date  vV 

It.     Refund,  Pphcv, 

ACT  shall  cancel  *  student  *  enrollment  upon  wntien  request  of  the  student  by  Registered  Mail 

If  the  student  it  rejected  for  enrollment,  any  memes  deposited  win  ACT  will  be  promptly  ft  funded 

Up  to  and  induing  I rve \b)  busmess  days  eher  thf  £  rw ollmeni  Agreement  hat  been  a*g«*d  end  accepted  by  the  school. 

there  is  no  liability  end  tit  monies  patd,  if  any,  wtM  be  fully  refunded 
Attar  acceptance  Dv  A  C  T  and  ma  expiration  of  ma  hyeiS)  business  day  cancellation  period,  the  student  •heitb*  liable 

to  A  C  T  is  follows 

{a?  Atf«f  iivc(&?  business  dev*  from  the  date  the Enrollment  Agreement  has  been  accepted  by  tne school  snd  until 
ACT  receives  completed  lasson  one  of  the  Independent  Study  Course.  St 5000 

(b)  After  f  iv*  ib)  bu*tnessda?s  from  the  deletheEnroiimem  Agreementhes  been  accepted  by  the  school  end  after 
begmn.nuof  iteming.  S  5  50  00  plus  10%  of  the  independent  Study  Course  lumen  until  student  completes 
tO%  o'  the  lessons 

{ct   After  completing  10%  of  the  lesion*,  but  onor  to  completing  2&r.-  of  the  lessons,  a  1 60  00  plus  26V  of  the 

independent  Study  Ccurje  tuition 
(d)    After  completing  25%  of  the  lessons,  but  prior  to  completing  50*'  0<  the  lessons  i  \  50  00  plus  50%  Of  the 

Independent  Study  Course  tuition 
|a>   After  completing  more  [han  50%  Of  the  lessons,  the  student  t»  fesponsibie  fo»  me  full  Independent  Study 

Course  tuition 

Vpon  compt#t»on  of  the  independent  Study  Course  if  the  student  does  nor  enter  Resident  Traming  pr  if  the  student 
withdraws  hum  A  C  T  pr-o?  toHes»deni  Treeing,  o*  if  a  student  tidiscont*nu»df0f  good  cause  by  A  C  T  p»»or  toKfl'Sident 
IternmQ  theta  d  no  h*bii»tv  *or  ihe  Resident  framing  tu'tion 

Aftrr  th*4iudent  eft«nd»  the  t*r»j  resident  class  session  j!  thf  student  reque&tscencellat»o.'  me  student  shellpu  heoie 
to  A  C  T  es  fottows 

(a)    Up  to  and  including  completion  of  me  hrst  ]0%  of  Rei»deot  Treintny  TQVuf  th»We»ioei>t  T>*m»ny  iu>t>uo 

ib|  After  co'hplotina  <r\o*m  then  1 0%  of  Resident  Tti»n«no  and  up  to  and  including  comptet«on  of  2h%  of  Ros»der.t 
Tfatmn^j  2&>j,.  of  The  Resident  Tram*ng  tuition. 

(ct  Aftei  completing  more  than  25% of  Resident  Tt eintng  and  up  to  and  including  cornptottun yt  50%  of  Rts«dt?nt 
Tfstmn^  50*^.  of  the  Rcs»d*nt  Training  tuition 

Id*    ff  the  student  completes  mora  than  half  of  Resident  Tratning,  the  full  Resident  Training  tutt«on 

tf  the  amount  which  the  student  ha*  paid  to  A  C  T  as  of  the  t»mpof  cantellatio'i  is  less  then  the  amount  due  and  i«vmq 
*\  catculaied  above  the  student  shaft  be  liable  for  the  difference  If  t'«»  amnuni  o*vedisless  th»tn  tf«e  iJ"*ouni  p««d  ACT 
mil  refund  the  excess  within  thirty  (30)  days  of  the  student  s  request  for  cttnceElalron 
fit    FeUpre  tq  Comptele  C  pur  tat  _______ 

H  vt-ifhift  12  months  from  th*  acceptance  date  of  m*»  entoitment  agreement,  the  student  has  nut  given  wuflrn  notice 
of  cancellation  and  has  not  satisfactory  completed  Rt?9*denf  Teaming,  wttn  _H  obl<yttt»onsof  A  C  T  to  m#»  student  shall 
cease  and  elf  mon*s  paid  by  the  student  %  halt  be  deemed  earned 

This  12  month  period  may  b*  extended  onty  by  w» men  request  by  the  student  given  prio*  to  the  e*p»r at»on  pt  the  12 
month  period  end  for  good  cause  shown 

ACT  wtv>  aasnt  each  student  yvho  *s  in  th#  process  ©I  suite  ssf  uUy  compiet*  no  the  courses  by  providing  the  following 

sermc  es 

iff  Advice  and  msft_ct»on  on  personam  charm  pottc  and  appearance  mconnectrpnwiththr  interviewing  process 
(2)   5  professional  prepared  resume*. 

(3|  ACT  actively  informs  travel  agencies,  and  oih^r  relaied  ff  jvef  oriented  companies  of  the  training  t>e<ftg 
provided  and  the  ava>iabihty  of  s(uo_nts  for  >mmed>ate  p>acem_nt 

D'SCLAIMCR     ACT  does  not  guarantee  any  student  a  ;ob 

V.  PunctyafttY. 

Classes  ar*  h#Jdev#fy  Monday  through  Friday  (e»crpiler  school  holiday  s|  from  7  00  A  M  to  6  00  PM  with  breaks' 
dctwrnintu  by  instructor  ■§>»■>  ~  l  ticar  recess  tuf  tuntr-  VVtc«;,nic#i.f  student  loLem  thj,i  see's  feeoy  for '  aef.on  ar 
9  CO  AM  Our  •ftatfrtfort  nave  a  luft  achaduted  curnct'ium  mntt  much  mater  «ai  to  cover  We  rust  cannot  accrpt  no- 
toiefata.  abusive  tardmest  or  mt sponsible  mterruptrpns 

vi.  ttummm 

Because  emergencies  and  illnesses  can  develop  unexpectedly,  we  shall  allpv.  rdequete  and  appropriate  make  up 
An  acceptable  explanation  to  your  instructor  nviH  be  necessary  and  required  unaut horded  absenteeism  may  resutt  m 
dismfssat  from  ftestdent  Trammg 

vit,  AnerttferKt' 

The  feet  date  of  ettendence  snaii  be  deter  rmned  by  the  successful  completion  (mm  70^  eve  f  of  all  subject  matter 
covered  at  fH**Jent  Tremmg 
VtlL  ^m^ffte  fft  pfeet- 

Secaus*  amoamg  rs  offensrve \o  some  people,  we  cannot  allow  it  m  class 

f  understand  end  have  read  the  Additional  Terms  and  Conditions  stated  above 

r>  ft 
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Saute  fcnmimrt  ScbcomrafitH 


EXHIBIT  #  J.^>.£L- 


DEPARTMENT  OF  EDUCATION 

OFFICE  OF  POSTCETONDARY  EDUCATION 

OFFICE  OF  STUDENT  FINANCIAL  ASSISTANCE 


PROGRAM  PARHCTPATION  AGREEMENT 


AMERICAN  CAREER  TRAlNH'C  TRAVEL  SCHOOL 


Address  of  fnvmuuon    *09^W-  HIGHWAY,   STE  205  POHPANO  BEACH  FL  VIObA 


The  posiitfConcUry  educational  institution  Itsted  tbo^t.  referred  to  hereafter  as  the  -institution.*  and  the  United  Sur« 
Secretary  of  Fdu<»t>cn.rrt*r^ 

financial  jttSRUnor  r*r*nnH  authorized  by  Title  IV  of  the  Hi*hef  Education  Art  of  196*  as  amended  (Titie  IV,  ME  A 
Programs)  indited  under  Article  I  of  this  A  jreeroem  and  further  *****  that  luch  participation  issubfcet  to  the  term*  and 
coodjuom  set  forth  m  Articles  H,  IX,  X  and  such  other  rdevant  Artidct  of  tilts  Ajrecrnem 


The  ewctiuoo  of  this  A«reemem  by  the  Instiiution  and  the  Secretary  is  a  prerequisite  to  the  fnstitu?»nnV  initial  or 
continued  participation  tn  any  Title  IV,  HlA  Protram. 


IRS  Employer  identification  Number 
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article  I.  scwt  of  c  overage 


[j   PEEL  GR*AT  (PC)  PROGRAM* 
20  USC  I07U*.  WCFR  P*rt69Q 

XI  GUARANTEED SU  DIM  IOAN  (GSi  J 
PROGRAM 

20  U  SC.  1071  rt  sftj  W  CFR  Pan  682 

M  PLUS  PROGRAM 

20  U&C  tt  OR  Pi*rt  W** 

X   SUPPUMFNTAl  tOANSH)R 
STUDENTS  (SL)  PROGRAM 
20  U  SC  lO?J  2.  >4  OR  Part  &IO  &  *>Ht 

13   PERKINS  LOAN  (PL)  PROGRAM" 
20 USC  }0&?*aclw$.  U  CFR  Part  fttt 


c*h  fjl  the  Mhrningchecied  titie  IV  HI  A  Pf««r*mv 

H  StPmMEVrAi.EDUAllONAi 
OPPORTUNITY  GRANT  (SECX»> 
PROGRAM 

20  USC  1070b  et  seq  *4  OR  P*rtb?6 

;  j  COM  EOF  WORKSU  D\  (0*S) 
PROGRAM 

42  USC  2?Si  e\  icq.  MO'R  Part      Surpart  A 

;  K>B  LOCATION  ANO  Of  V|  lOPMlM 
(iLD)  PROGRAM 

42  U  SC  2?S6a.  M  <  r  R  Part  b^  Subpart  B 

L  ]  VW0RKSTUPVK)RCOMMUNin 
SIRVICUXARNINCi 
20 USC  27*b.  J4CFR  Part  W 


♦'The  rYriinvLcwn  Pw^im  «tt  pfttuxiih  tiifrd  the  Satwul  Difcn  <Hv**C"i  lt»f»  Pf«*fam  «f»n-ft  .ntum  »n  *  <om<r»ua<K*  nl  the 
N*t KrttI  Dctem*c  Student  Lino  Pn*r#m  JK*»tKW»>rd  h>  title  U  of  the  N*f*>twf  fVfrnv  1<Jikjim«  *r»  !V<i  *mri>»kd  »?u  I  Vt 
42l-4»J 


ARTIC  LE  II.  GENERAL  PROVISIONS 


I.  The  lo*Utuuon  ynderttand*  and  acrrc*  ihai  rt  t»  subject  to 
the  prag/*m  tutu tc*  and  implementing  refutation*  for  cacti 
Title  IV.  HEA  Program  tn  whtch  it  jwwwt». «  well « 
the  general  ppcmsjocu  set  forth  m  Part  G  of  Title  fV  of  the 
Higher  Education  Art  of  1961  it  amended  (HE AX  tnd  the 
Student  AfKttflce  General  Pnmnoni  refuUbonstet  forth 
in  54  CFR  Part  661  Tile  InsMuucm  farther  agrees  to  com- 
ply with  *0  the  relevant  program  met  urn  and  regulations 
go*rning  the  operation  of  each  Trtk  IV  HEA  Program  m 
which  n  partic^nte* 

2  The  tarttution  agrees  touee  the  food* advanced  ton  under 
any  Title  IV,  HEA  Program,  on*  any  interest  or  other  ia> 
come  carved  on  those  fundi  only  in  accordance  wtth  the 
atatutei  and  regulation*  aowemtnt  thai  program.  TV  bv 
stttution.  further  agrees  that  it  t*  irspoonbkr  fee  accounting* 
with  appropriate  4ocvtm*mk*x,  for  att  the  Thle  IV,  HEA 
Pragma  fund*  ft  facets  tad  the  i store*  or  other  income 
earned  on  thoae  fwndk  and  for  rcturamg  to  the  Secretary 
any  fundi  tar  vrhich  a  cmaoi  p^jperty  accMioC 

3,  The  tnafttitio*  aaraea  apt  fta  charge  any  atwdent  a  fee  foe 
procesaiAt  or  handaint  any  appncntion,  form  or  data  rr 
q*x+S  to  detcmWne  tie  atttdenta  atapN'fcty  for  aanatance 
wider  any  Txk  fV  PKajraan  or  the  naaovnt  ot  men  tmn- 
ance,  or  for  compktini  or  handbag  the  Rders<  Student  A*> 
ataunoe  Report  pnwdad  foe  in  Section  4I3«>  ot the  HEA. 

4.  If  the  Institution  admtuca  job  placement  rates  aa  a  flneana 
of  attmctmg  atndenta  for  e^rnttcaent,  tlnr  lanarttrtM  agraas 


that  it  will  maie  ivuJabie  to  prospective  «i^Jenii.  *i  or  be- 
fore the  nme  of  sppitcebon.  the  rmm  recent  avaiUbie  daui 
ce¥Kernfr^crnpfo>^TKflt  «at«ticv  fradvatKm  «imt»cs  arnJ 
any  other  informitton  necefaary  to  tubaunuate  the  truih- 
fwlnesa  of  »tt  advert  ftetnettti 

$  The  fmfcttmoft  certihe*  that,  aa  of  the  later  of  July  I. 
or  the  date  it  ewcutn  this  AgreemeflU  it  hwk  or  will  ha*.  a 
dn<  ahuie  prevention  program  m  operation  that  tt  dete*- 
mine*  »»  accewNe  to  any  ©Acer,  empioyee.  or  stwdent  at 
the  Institution 

6  a  The  Secretary  agrcet  that  the  taftmitton  ray  receive  an 
admtnt$tr»tj»e  coat  allowance  pum*ant  u>  icctwn  419  c4 
the  HEA  for  the  PCX  SEOG.  C*S  and  PL  Program* 

b.  The  Ifwtittrtion  »t/c«  to  «ar  the  admmt«rat»we  o«t  ai- 
tonenct  to  p  the  coat*  of  acfmmmcnng  the  Title  IV 
HEA  ht^grami.  The  Socixtary  and  the  Imtitwiwn  agw 
thai  the  cents  of  enrrytng  out  the  Student  Consumer  In- 
formation Services  actmbet  are  part  of  the  com  of  car- 
rying out  Title  IV  HEA  Program*. 


?  The Iwtjrvtiooagrwtocompfy with- 

a  TnJelVofiheC^Right*Atfoftt6<aaaro 

the  implemefiong  refuUtiort*  34  CTR  Parts  lOOand  K>( 
(bnmflgdfacnmtnation  on  the  bans  of  race,  color  or  a* 
nonaiohgin); 
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h  ?nk-  I\  i*t  rhv  UuciUHm  *rT*ndnvnU  an*t  ih*  »|  Vttmn  MM  .*f  tN  R.tuMri  if».i.  Vi  tw '  t  ,n,t  tt.. 
tfflplt'mvnfinf  rtfuUthmt  14  OR  fcirt  <ftrfrr»ft#  di*  rntpA  m»  nfiri^ M>titjtN*m  M  <  J  R  J'jr?  in4ifv*r.nt  ,t,* 
vftrmrutn»oiir»  lfw-hJv»otu'\»  rnmi'utt.'n  m«  iht  Ni  «  p*n    ,tt  hjtxih  .ip>  a'^.t 

t    !lK  lamik  Rijchu  and  Pm»^v  Atl  »»f  th*- im  »    1  h*  \|!i  lhvnm«^ihtn  \if  nt  t^""1  ^mi  Ok  mtpi,  <*u  »« 

pk*m%nlinji  reyulatHm*  U(  |R  p^»i  w  hthSj,h'^4s'(  I  w  Km** 

ARIK.rlll  PH  I  CRAM -SPHIHC  PROVISIONS 

Th*'  InuttwtKin  Jiuv*  n»;vi  U*m  th<  fun*u»m  jrul  4<t  ttvil«,*%  wt  ktflft  in  U  (>  R  p«»n  t>*>  I  he  turn        jtui  AtrxxxMh,  if.. 
Itufl  rfjtrit>  u«  i*f Mr ot  tfHtuik  hu(  *fr  nm  limiud  in 

I   IViffmtiwnjM'i*  rhjtiN<M\  oUikHJcm^  turrnxf  jujfils  4  luixU  t«>  Pn  stu.ttm  d'h^  fl<  ..i  t,<  ih<  «.  ,  , 

ah  unt 

-  t  umpuTiiv  the  aimt*nit<tf  IVJUmnU  AtiKJm*  »»« th*  pf«»  s  Kit  ttM'nnf     jrd  «'*i'fpu»  nnmt 

|tr4m  fppMUfK»<i*  jfnJ  lh<-  pJ»  mvnt  Hhcilwk-  P»iw  idcd  N 

Sctnrtar*  6  MrfmUittinp  un»<dv«*fM  4»v.vntmp  h»  lund*  arui 

7   P?»Mk1ilH  *vi-v>  i>»  thr  V  »fttjf  .  the  CVpjrltrHtil  .-1  I  At, 
}  IXHumrnMo^  jml  »fnKif>giht- mKfrmjinm     thr  S<uOcni  trfinmtlnW.-Lliiilirnil.il  i«  m        d*  Mpiwuxl  l»  f 

AMR^ttIih  ttudenW  teki  ted  r«  fhr  Viirirfi »  <*frttjl  U.  pnxpr.Jni.ind  *  i.«unf>nr  .tftts 


ARIK  11  IV  ClARANUFDSIl'DKNT  UHN/HI  AVSl  PPi  IMFM  U 
LOANS  *XJR  SM  UfcMS  PROCJUMS-SPfXIFlCPROVlSIONS 


The  InuMumm  a$rrc*  not  U»  pnv»idc  an\  student  *iih  jinx 
*Utmvr»i  or  ctrtrficarKin  to  am  fender  under  an\  l<wn 
pfngrjm  rctvfrtd  h\  thi*  *rtuie  that  quahhei  'he  «udcrt 
for  t  kv»n  or  k>ans  in  cue**  of  the  amount  that  itudem  t\ 
cfifrNc  tp  N>rtiM«  »n  Kvmdjncr  with  wuonv  «>frft 
42tk«K:>4fid4^bKUA(jindfBfOr:hrHt  \ 


?   The  InMilulKjn  i^fctl  tc  pfvMtfe  Mudeniv  nith  chf 
wmcr  m(arma{«>n  vpcvifwd  tn  ^4  CI  R  WS^ 


*   1  hp  S<\  retjf »  jntf  the  ?nM.5u{u«n  jper  itui  iht«.         <n»  <«, 
doc*  ntM  4wifn»f«/r  the  Jrvtitutu*n  to  mukr  kuns  und^t  (hi 

4   Ihe  Institute  m  »tff  mlwm  t\\  tU^Hc  rxwfir*v»*  cr>r,iU.-ii  in 
the  inMilylum  3Nvt  thr  jtaiMNIHt  and  t itfuf^Jtf *  t»f  \Ukh 
ixM7t«*rf>  hx  Su\£  itTAni  4\viM4mr  fr«mi  tfx-  SuV  in 
»hnh  the  tnihtuffun  »^  l.^aJrd  rfn»t  *tU  inKtm  \u^h 
n^rf»>  ftofn  am*ther  StJlr  <W  »hr  mhjut  Ah  fur»hrf  inf.«nu 


ARTICLE  V.  PERKINS  LOAN  -  SPLCIMC  PROVISIONS 


1  The  Jnw»tutK>n  i*rer>  to  c*uM,*h  »nd  m*inum  «  rVrkms 
Locn  Fund(rymllf(?f  the  pwrpotf  of  makfOf  kMmtoriigi 
Nf  uudertv.  Any  «uder>{  Join  fund  csubfrited  under  «\- 
tjon  X>4  M  Ttilr  H  of  the  Njuknu)  OHcnv  fcducttron  Act 
of  #51  *>  imended.  t$roos>dPitd  c«*Nrtl>ed  under  *eet»on 
4«JofT«lrlV  rVtF.oftheMrthff  Ed^ett»ft  Act  <rf  i<*\ 
j»  amended  An>  awl  of  that  fund  is  cocwideml  u>  be  in 
Luti  of  the  { wid  esuNttfird  under  this  Art -de 

2  TNeJn^itutKXtatrcntodepu«tpfnaip«r>  mthe^jnd 

a.  Federal  Capital  Contrthvi*xn  itpproprtaied  ynder  kv 
tton  461  of  the  Act  and  received  o>  the  Enititutwn 

b  Jn«JtutM^al  Capital  CornnbttUon.  t  c .  an  amount  frewn 
tt*  own  fund*,  equal  to  not  tea  than  one-ninth  of  the 
Federal  Capital  Comhhufion. 

c.  Coficclxxa  of  prroctpftJ  and  interest  or  loom  made  from 
the  Fund 

d  taarcfwrtn; 

c.  Paywnis  made  u>  the  tetittuf ton  o>  the  Secreury  as  a 
ftsuh  of  atnceUMicm  of  (atm  nvxde  aftef  June  XX  1972 
(Duvet  or  rVrkins  Loans** 


f    \n\  rtSrr  f**mint>  ;nctydmg  micrrst      (he  i  ufvj 

a  ShoTT'tfrm  nomtenrM  k*in*  m^dc  hx  the  {nxtnuth'n  t»» 
the  I  und  tn  jmlu'iputHfn  t^  t  i^lertum*  and 

h  P*>ment*  mode  to  the  inMttutmn  hx  the  Se«.rctar»  as  4 
fewEt  i>f  tetetTAliuf  i5tfrfu)lrd  hun% 

A  The  fntttttilktn  mfmstu  use  the  f  undx  i»nl\  fiM  - 

2  Lain*  to  itudcnt*      at^c^dantr  »»th  thr  n***,J'T1 
regulations 

h  Admtnn*rat(*r  cmtv  in  accofdanre  with  parajir^ph  ^  b 
of  AR1  Kit  II.  si  thrt  Afreemem. 

i  C  uus  of  litigation  and  iHhet  ritiSettKm  imtv  a*  >pck  tned 
m  the  prty  ram  /^fuUumx 

d  Capital  diVinhutioot  at  pfmided  in  Kd>on  46c>  uf  the 
HI  A  and 

e  Repaymenii  to  the  Institution  of  the  short  term  no-  ^ 
tctest  toans  made  to  the  Fund  h*  the  Institution  m  ant d 
tpstion  of  rotleei  ion* 
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Kit  ion     kMm,  (n**  ihv  f  urcd  in  amk^v  *»ith 

nnqrunt  fvf  uUuor*  II  4  Usm  has  hvcn  >n  default  despot 
its-  hvvutuittmi.  cimtu  rM  due  dtfigrmc  ihc  Intlttutnm 
nu*  ^urn  without  k\twnpen«»  av  ftghU  to  ihc  rum*  to 
thv 1  nsktl  St4k-»  (  umtftflwnl 

*  J  hi  Institution  4gav\  10  %uhnnt  4  fcfswt  u«  ihc  SevirUit 
im  4!  H-4%i  a  s-mf  4ftnu4f  lv>n  iMh  4ti^  the  twlajl  nttrnhvt 
of  fo4n\  m-nk  from  m  f  u»nf  »huh  4rc  in  ifcUuli  !ik  I.V 
das*      buns  «*fw».4hk*  m  mitftih  mtuilmnm  01  In*  ttt> 


d4»«.  foi  hMrt*  rvp4»4h«  in       lfi>|w-nl  m*Ullmrnls 

n  !  Is  Set  fit  art  a$KW  In  pfmide  luinc  fnsi.i  uhon  #n\  mf** 
mjtKm  wtth  rrsfXii  to  iht  ri4ims  *nd  jddnsso  «»'  hn» 
rowvrsttr  other  fck-kifit  .ntormsiMWi  wfmh  is  *\*}UH>  in 
the  VirrUts 

*  Ihv  InMilttUtn  4$ht\  li*  prusKfc  Modern  NTt.rwir\  *»th 
Ih*  h«,>  inft>ctU#tKvn  S^i'hrJ  if\  «\  Won  4>H  tfn  III  \ 
and  m  ths  rArkms  J »s*n  f't»-$r*m  «iiUUlH»n\ 


AllIK  )>.  VI.  St TPl.fcMKNlAl.C 

{  1  hv  Institution  4fme\  tfut  thv  Irdir4l  sfurc  ol  thr  SwppJr 
mvni4f  Jit**4hiw>4>  ttypiftumt.  (-rants  it  award*  If  its 
MtK*  >»  »N  rs»{  I'uViii  pcrii-ni  »r»  a*4rd  sC4r  WK>  K* 
*»fSM-m  m  j**nl  ^e^JT  N>tw  «o  4fTij  hs  persenl  in  award 
VI-4F  f^i  "I 


%NIS- SPOTI'IC  PROV LSIONS 

?  ihi-  Institution  agrees  In  make  SuppJrmrf,V  tdu.4tnvn 
t  >r-ft«H"tumt-.  drants  rc4*..n,>rsJi  *t4il4Mc  tht  c»tmi  ..f 
«is4tt4hV  funds!  r»»a»{chp:iNi  >tu<1cr>K 


AKI K  1>.  Ml  kXnUAX.  WOkK  Sll  l>\  -     SPtA  IHC  PROVISIONS 


f  4  Iht*  fnvtituiKm  *||rvrs  Iti  iirndtnt  a  pftigfam  t?i  pit\- 
tirm-  cmp^'-.nx'nt  for  itv  ctigih+r  wutlmtv  The  !n*Mu 
ftttn  funhi'f  *jtrrr\  [hat  Uu<kmv  cmpk>vcd  under  ihe 
C Wivi  Stud\  Pfrtffjtm  nut  work  <W  the  In^tiu 
ti*«\  ttve!f  3  Federal  Sutc  i»f  ks*f  *pefK>  4  p^^**t^ 
iKtfl  prtWSt  (VpjmfitKtn  and  vt4rtmg  *w  iuK  I  a 
pti\4tc  fm'fvivhi  ittEjrtt/aimn 

h  T  he  {n%timiH.>n  a^rrei  that  the  C  irflrpr  ^Vork  Siu&\  cm 
p(mrncr>l  u  ptrntdw 

tit  VVif!  noi  diifiacf  empk>^reN 

(J)  Httl  noi  impair eiftiiRg«rtK-e  inntrJKtv 

( it  Wilt  he  farmed  h%  empkis  merti  to*vdftK>n\  that  are 

«H*CfY»aie  *fVi  reawwnie  *r>  ietm?  of 

la)  !\pe<>l*vfk 

(h)  Ciefl(tfap*>Haf  refHm  #nd 

f v  >  F  mp*«nrf  prtrfu'wrn » 
(4t  Vlift  iww  invs*4»e  the  cwwruiiM>n.  opcratton 

nwimenarHe  0/  ars^  part  nf  a  fa*ihu  used  at  to  he 

uted  (of  rdt^utifc  *wvhtpiM  «c\lanan  mMfUfltotv 

i  lhe  ln«itutHX»  a^reevthat  viuiVntv  rmpkned  under  the 
<  tiilefe  ^nfk.Stud>  Pryjram  i»>ha  *MHk  fcf  a  f-ederai, 
Suie  if  ktcat  aferxs  m  a  p^uale  fHKi«prohi  or|inua- 
Ixm>  m*\  ontv  prfftifm  -MKk  lhat  iv  m  the  puhlK 

d  A  p^-<wteurv  inuilvtion  of  htfhcf  educaitoo  agree*  that 
«f  rt  empte>'»  a  Mudem  ynde*  lhe  Coltefe  Work-Stud^ 

Pribram  lomxk  k*  ifidf  that  cmpJoymem  muw 

(It  Be on>eamput 

th  rurnrth  ««deflt  sef^jcet  whet  than  the  totietttJKm 

o#  other  MudenH  id  cnuM  rn  the  if)tmut*o<*  and 
t  M  <  emplemem  and  /eirHofce  to  the  en  tent  pr»tie*Ne. 


tht  edwatwrnal  p<s-ftam  w  »m atonal  .»t  thr 
Myden  t 

2  I  he  inviitulKJO  afreet  that  it      not  na>  an-.        u»  C 
itudemv  that  \s  k\\  than  the  current  Federal  minimum 
wag?  fcvuifed  hk  frfat  of  the  fair  Labor  Standards 

t  a  The  Involution  anwt  that  f»tept  av  prodded  in  para 
gr»ph>1h  *c  and  ?  of  thiv  Article  the  Fedcraf  vhare  of 
the  compensation  paid  to  vtwdentv  under  the  I  *4te$r 
W^k-Stud'i  Ptofiam  *hich  is  denvrd  from  the  Instau- 
\kh\  \  *  1  Uk 4i**>  of  re*ik*  jutn  of  CoOejc  N^oik  Studi 
lundv  will  not  r treed  - 

i\\m  pearnt  in  a^ard  vrm  I9K^.*^  In^?-K,H  and 

?5pertTnt  m  aw*nj  vrar  W-VO 
f    X)  percrnt  tn  a«sfd  vear  fWO  VI  and  %wveedih(! 
a^ard  vear* 


h  Suhteci  to  the  ltmnaiK>n  m  Arttde  IX  jhe  InstitutKm 
a^rtrt  that  for  any  award  year,  rf  t  Mudent  ts  empkned 
under  the  C<*k$t  ^Morfc-Studi  Program  rn  a  wefrk  »tud, 
h>r  communitj  KT\ice  learning  program  av  dehned  m 
vectioft  «7  of  the  HI  A.  the  federal  than?  of  the  com 
penutton  paid  to  that  ttudenv  *h*Ch  »  dmvtd  from  the 
!niMut*on\  allocation  or  reattoeptton  of  Colicf  Work 
Study  fundv.  will  not  eveed  90  perrcnt 


4-  t  he  Secretary  affect  that  he  may  approx  a  Federal 
*h#xr  »n  t*xt%i  of  the  Mart  tet  forth  tn  p»r*ff*phv  )* 
and  %b  (or  an  fmitfulion  lhat  QuaJihe*  at  an  dicrhfr  In 
UHuiton  under  the  Strera|theninf  fnuttutionv  Prapram 
and  Vrmfthentnf  HwoftrtfK  BUci  <  ollcfn  and  I'm 
vtTvitc*  Pracram  authonftd  h>  Title  III  oi  the  Mfc  A 
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4  I  hv  fi-ijf »  atm-o  n*«  id  rou>in  an  Institution  to  u*fm» 
njir  4  simfc nn  I  rmpkumvm  *hen  the  uudrnu 
hnarnul  m-ed  is  met  H<«»cu'r  *hen  the  income  from  em- 
ptor nvm  i^yjK  $."H<»  aKt»e  need  the  Inwityt'im  #grrrs 
that  it  nu»  not  *nrttmM,  to  mh  (  tt\  fund*  to  pa*  {hi* 
tttitVni 

*  ?hv  Institution  agree*  that  rmpk»»ment  under  the  S  oitegr 
WoriStud*  PMftarn  *iU  hv  mod*'  fravortahh  j\«itaNc  uo 
therttemot  the  j»aifc»Nf  f*»rtGS>toallftigtNe  vtudemv ami 
that  wimalrm  empk^nvm  oftenrd  or  arranged  In  the  tn 
Mttution  mil  rx  made  fean»naM'  atJilaNr  Uo  the  ektmt  of 
4»4iUNe  fwndvilnalltfudcnt*  who  Ampc  etnpknmctw 

f*  ?he  Institution  ,t|n^  to  a»jtd  t  W*S  emp4o\mrm  to  the 
ftta"nium  oh  nl  putuahk  «huh  will  *i»fnp*errem  and 
fe«nt«H»»  ma  h  revif*s'nr»  rdutatroftat  program  m  *areet 
IhuN 

J  It  JnviOuU»*»  ~  i>(Ni  ih^n  4  ptopuefar 1  rml»lwl"'n  n»o 
»Kjm^  i>ntjm^  empk^ment  ft*  irt  student*  -  prtnides 
t  olkyv  simU  Pn^fjm  cmpknmeru  *ish  a  proar*.* 
ft*  profit  irtfjiifjjtKKi  the  fn»tf5utN»n  agrees  hi  ahnk  K  trv 
IttJk**  in>-  additional  f  inuirvmems 

4   1  he  lnviMuiurn  mj\  tmf*  use  up  tt»  2*  pert  ent  ttf  us  (  ^ 


Uy\  U»»uSiuJ.  4il«HJtn»o  uf  rraflowtmn  t«i  thv- 
ledvr  at  dure  ol  the  compensation  fiw  vyihfm|»li<»  nvnt 

h  I  hi  federal  shaft'  ttl  iompenwtn>«  p#id  to  student*. 
*tmh  (s  oVrn»*d  from  the  Institutions  alio,  attvm  »*  Kji 
knatNT  t*H  nlfVge  VsiukStud*  funds  ma*  mitrvrnJ 

HtN»rvrtent  ma**rd  >rar  tvg"".**; and  f*JWt-8*> 

i.*»*4l*ii*m  ina*ird  *ear  tvjrv  vr»  and 

(t>V»  patent  in  i**ard  *car  ****>•<*  I  and  suttredtnp 
<**4f  J  u  jrs  and 

1  Iht-  empknmenf  prmrded  must  hr  *'#6fmi> ^it\  fTk 
»jnr  t»i  thv  vt»»denf  *  nliRj!n*n4f  t?t  tr*tn»np  pnYfJfn 
4fut  m^^  n4.i  hr  u>cj  In  pa*  #n  cmpk'\er  v*h»»  >\^ki 
hj»%  FwninhinmKempio>i\lh*  ihe  mpni/jftttn 

h   t'  jn  tHMttutton  tc\rne\  an  allixativm  of  twnrf*  urviri  thr 
( i^k^v  H.«4  S;u*i*  Ptiyramfof  *n  ic*t  the  V.u- 

ut\  j^ti\-\  that  the  |nvtttk(tK«n  mj\  w«e  »n  peftot  of  ftut 
jikn^i»»»n  n»  pa*  the  comprnuiN>A  oi  st^Vnts  umtif  ihr 
<  o^k"S<  ^oik  Sii^t*  h\tff«im  >n  the  ^Sct?pcni  aujrd  %rjf 
amshtf  IM  fK'ttiOl  t»l  thji  rfiitHiiton  h»  pj»  thf  u>m 
jvnsjlN»n  of  vlutfc'nt*  wfKUf  thr  (  oJSrjff  W.wiSjuiN  Pr.* 


ARUC  LK  VIH.  CtllXIX;i:  W>Rk-SU  l>V/X>BIiK  Al!ON  anddi:v(u>pmi:\t 
PROGRAM  -  SPKC'IFIC  PROV  I  -?ONS 


In  rsuNivhsnf  j  ii»h  i  tieanon  ami  l>n*topmem  Program  t>* 
m  rtpantftng  its  i*n  niwtng  pfogr^m  the  Institution  agrer% 
k*et>mpj*  i^ith  theeooditjom  loeth  »n  W{  f  R6^Suhp»n 
H  *hKh  ineiwde  hat  *re  n«  hmitn}  ta  the  Wto**ng 


I  C  rfltfvirt|t  that  the  Frdctal  fumH  uwd  ftie  tht\  prtfttam  ran 
rraft%tM*all%  hr  c*preted  to  hetp  fenrtate  uudem  mj^t\  p*- 
cwdinf  in  the     rrpie  the  amt*«ntfc  irf  ihev  federal  tutxtv 

?  1  ot ahng  ^mj  cVxk>p»n^  fm  Mi«ipT)t»  durtnt;  ami  he 
t*cen  prt Kxti  ennrflment  h«i  m»f  kxatinf  of  de\etopitig 
K^KIof  Mmknn  kxbhlam  uixm  gradual  tuft 

^  Sihmiitmg  an  annual  rep*fTi  n>  the  Scsrrta^  ptinnfmg 

a   {he  irses  madr     !ur*i\  pfmnleil  U*  she  Job  I  matuui 
andDevrtopmeftt  Picyram  *nv1 

h  An  f valtuf *m  (4  the  rfev  ti^enrvs  U  the  rxojitam  hen 
eht>n|i  ttudenti  at  f he  InvtdptKm 


4  In  the  case  of  a  JoM  ^^f«>r,  jnU  I  V>ek>pmcnt  Pribram 
limrtmg  the  federal  Share  the  t <ni  nl  that  jKt«Rram  tit 
Ihefcwftif  tflpcnTm     SVUKX>«>I  rt*alf«atKm  Inaddi 


\nm  the  h»titutH»n  agfrrs  thai  {he  te»*naf  vhjtr  trw*  n.»t 
rveeed  m>per»ent  i>f  the  pfogram  s  itnt 

^  Vm  k* asm*  o*  de>eki<>»nf  k»1^  at  an  dtjitNe  lnM*tutn»n  01 
drsrtji  tng  eunrntf*  empio*ed  krrv  or  <m^v«r  rutting 
cuntfatf  1  kn  ten  kt\ 


h  Iniimftng  anpf(>pf  utc  tvrfotfrurHT  wandafd*  li  fundv  arr 
uwst  to  t  ontr^v :  w  nh  anofhet  organisation 

7  In  pitaN^vhing  a  (  «>nvmmit\  Set-*  Ht  kfr  i  t**tton  and  IV 
*rk»pm«  nt  Program  oc  rn  esparttltnf!  i?\  own  e%ntinj?  p»o 
gram  the  InMttutwm  agrrr*  tneomp**  *%ith  the  rondocom 
ve»  fitfth  tn  \*vtK»n  44f*  t»f  Mt  ^  *hnh  it*  to*le\  hyt  a'e  n««t 
Urttitix)  to  the  tolUniing 


ti  I  irmtttg  the  l-edrral  Share  of  the  cvntv  ol  ftKnmantt* 
Vf»»«r  3<th  I  ivatcoft  and  fV*c!opmer>t  Ptogfjm  U*  thc 
trtv*  i4  Ntprrient  >»  S-Xlt^«*  «*l  ft*  jfkvafH«n 

h  I  ot  atmg  and  de*e^H*n?  n»mmwniu  sen  Kr  tofn  *»h«h 
an  deigned  to  rmpn«T  the  qua  Id  %  ol  Ide  eom 
muntiv  rrvdentv  parttcularh  k**in<nme  tndtvtituaU 
i«  ttt  u*hr  partK  uLit  patNemi  related  to  their  needi 
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ARIKLt.  IX  WORK  STl  m  K)R  COMMIMTY  SIRVK  Ml  ARMMi 


4n  Intf  jtutKXt  ma*  yte  MP  in  K>  percent  of  tI*  VoJiefC  Work- 
Stud*  «ik*  ation  to  p»*  the  rtKnpmuurm  of  «i*denu  working 
m  it*  cwnroumt*  *m»ce-*earnint  pm»rare  tt  the  rate  dr 


KrihrU  tn  pafj|?4ph  U  n<  MU  K  It  Ml  if  »t*  iummuinu 
>mur  fc*-»rnrn$  pftifram  \at»d»rv  tr>  oVfm.Utf*  («f  that  pt«» 
grain  n-t  forth  m  V*tK»n      of  the  Ml  * 


ARlIC  I.r.X.  DERATION 


1  T  ht\  *freemenl »* eftct  tt»e  on  the  date  executed  h>  the  Sei 
rvian  Thi*  Afrccmcm  *ypcnedo  an*  poor  Agreement* 
het*een  the  Secretar*  and  the  Institution  eoneernmj  thr 
*Jmtfti*tfrfi*o«of  «n*  Ink  IV  HI*  Program 

2  TJm  fn^r*m  Part  wifwl  ton  Agreement  *uiomJitijN> 
terminate* 

a  l>n  the  dair  ihe  I  nMitulKffl  no  kwger  qyahhtt  a*  an  fli 
giNc  tmttiuism 

h  On  the  dJfc  the  JnvtMutKin  underlie*  a  4"hartjt  in  own 
e*V»>P  ih*t  ppiult%  m  a  *h»n$p  «n  enmrU 

c    *t  the  end  of  the  ***fd  v*ir  in  which  »  rtnihi'iiw»n  rr 
*w\*  o4  the  Intftiutton  »v  completed  For  ihf*  purpose.  * 


reruhiaiKifl  rf\*c%*  me*n\  a  fofmat  e*aluaiH*n  h* 
Srtretar*.  of  the  ln*t*tgiH***  hnanrwii  retpnnvNhu  ami 
tdfmrmtratoe  ianahd't*  in  p*mvipatc  m  an*  tttK  IV 
H*  A  Program 

*  I  he  SeefTUf*  m»*  termmate  \ht\  ^trfmfni  under  in* 
Student  Avuttamr  <»enef*r  Prmmnm.  legtt'aitom  Ui  IK 
Part  NSN  Subpart  <r  "fuv  I  fm<tafrim  S«M>enwon  and 
Termination  Pro*  ceding*/ 

4  1  he  fnuimiMm  ma*  terminate  thi*,  *grrrnxm  under  an  ai> 
pi  it  aNe  program  biwn 

*  If  ttK  Sevrctar*  of  th*  fnUitutntn  wtvnr*.  to  terminate  th ^ 
Agreement  thr  Sr\rctarA  »»tl  cstjNrvn  the  terminate 
date 


ARI  ICLf  XI.  SIGNATORIES 

MOiwfE*ri^t^C>fhiefofthe!n«itut^a~JtfVwhvdur>  imitf uliomlimd helo^  lagwc thai ihr ImlnulNwi «tm!«H llir  %wmM9t*r% 
tromutmntof  ■«>> mil  tomp*y  *>th  »» the  «it«se*#od^uUtioBi»ppiitAWc  uwkf  thi*  Afrcemem 


S<f naturr  of  i  h>ef 


^^^U^^IOMTJJL.S   

Thi%  Apremeni  ,nehkJ«  ihr  u»bVihar>  fnM*tM»onv  M«M  hrtos.  t  Tha  [« ihouid  ind«k  only  thov  u*hvd»ar>  »n«ttui»«m  ihai  h»»r 
been  dev^nated  on  the»r  own  rtjht  u  rtfjyMe  mmtwttom  of  h*het  edt*c»iKKi ) 


WenKhvltHHi  Nvmhet 


ju:  I 


hot  theSet  rrur>  . 
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DEPARTMENT  OF  EDUCATION 

OFftCE  OF  fOSTlECOMDAIIV  EDUCATION 

Of  F ICE  OF  STUDENT  FINANCIAL  ASSISTANCE 


PROGRAM  PARTICIPATION  AGREEMENT* 


Name  of 

Institution  A^rjjrjtn  Carfrft  Tr»  i  n  in  fc^Tra  ve 1  School 


Address  of 

Institut  ion  4699  N.  Federal  Hv?.»^P£a£yn^  jch .  ,   FL  jjj06A 


IRS  fioplovvr 

tdentif ication  Number  59-222-1740 


(referred  to  below  as  the  "Institution")  and  the  Secretary  of  the 
U.S.  Department  of  Education  (referred  to  helov  a*  the  "Secretar v") 
agree  to  the  ren*s  of  ARTICLES  I,  II,  XI,  and  XII  and  such  other 
ARTICLES  of  this  Agreement  that  are  applicable  to  each  program 
identified  in  ARTICLE  I. 


*  Execution  of  this  Agreement  it  a  prerequisite  to  initial  or 
continued  participation  in  the  Fell  Crant.  Supplemental  Educational 
Opportunity  Grant  (SEOG),  College  Work-Study  (CWS>#  National  Direct 
Student  Loan  (NDSL) ,  Guaranteed  Student  Loan  <GSL),  Parent  Loans 
for  Undergraduate  Students  (PLUS),  and  the  Job  Location  and 
Development  (JLD)  program**.     (Section  487(a)    of  the  Higher 
Education  Act  of  1965,  20  USC  1094) 
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article  I-,  scope  or  coverage 

X.  This  Agreement  cover*  the  lnatitution**  eligibility  to  participate  in  each 
Of  the  following  cheeked  title  IV  atudent  financial  aisistance  programs: 

Q  PELL  GRANT  PROGRAM* (Check  only  one  of  the  two  hex?*  below) 

□  Regular  DUhuratntnt  System  20  U.S.C,   1070a;  34  CTR  Part  690. 

□  Alternate  Di*bur»e»ent  System    20  U.S.C,  1070a;   34  CFR  Part  t>90. 


Q  NATIONAL  DIRECT  STtfaF.NT  LOAN  (NPSL)  PROGRAM** 
20  U.S.C.  1087aa  et  &e$i  34  CFR  Part  674. 


□  SUPPLEMENTAL  EDUCATIONAL  OPPORTUNITY  GRANTS  (RECKi >  PROGRAM 
20  U«S,C.  1070b;  34  CFR  Part  676. 


Q]  COLLEGE  WORK-STUDY  (CWS)  PROGRAM 

42  U.S.C,  2751  et  seg;  34  CFR  Part  675  Subpart  A. 


Q  JOB  LOCATION  AND  DEVELOPMENT  WD)  PROGRAM 
42  U.S.C*  2756a;  34  CFR  Part  675  Subpart  B« 


Kg  GUARANTEED  STUDENT  LOAN  (CSL)  PROGRAM 
20  U.S.C,  1071  et  «eq;  34  CFR  Part  682. 


Q  PARENT  LOANS  FOR  UNDERGRADUATE  STUDENTS!  (PLUS)  PROGRAM 
20  U.S.C.  1078-2;  34  CFR  Part  683. 


*The  Pell  Grant  Program  la  a  continuation  of  the  Basic  Educational 
Opportunity  Grants  Prograa  authorised  by  title  IV  of  the  Higher  Education 
Act  of  1965,  at  amended,  (20  U.S.C.  1070a). 

**The  National  Direct  Student  Loan  Program  ia  a  continuation  of  the 
national  Dtfenae  Student  Loan  Program  author i ted  by  title  II  of  the, 
Rational  Defenae  Education  Act  of  1958,  aa  amended,  (20  U.S.C.  421-429). 
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1.  a.  T*e  Inatltutien  MMtriUn4i  and  agrees  thai 

tt  le  mueject  fa  the  Prog rem  atatute  and 
Imelemeatiae,  regwlat  lens  far  each  pragram 
U  whtrh  It  mnf-tlclpetee,  *a  veil  aa  eh* 
Itwdent  Aeetataata  CwifiI  rYevfelooe, 
title  IV,  fart  f  of  the  Higher  Education 
Act,  end  tM  studeet  Assistance  Cmri) 
Previeiee*  regulation*,  H  Cft  Fert  eM, 

a.  The  Inetitutloa  agrees  to  wee  the  funds 
advanced  to  It  under  etch  program  eoleJv 
fat  tW  eurwoaee  specified  in,  end  in 
accordance  with  the  amytalee*  set  ferth 
in,  th*  program  atatuta,  the  Student 
Aaelatnare  General  frovteiens  and  rhe  re- 
gulations wtitch  implement  those  eratutee. 
TV  Institution  further  agrees  to  properly 
account  far  the  funds  tt  receives.    Aa  *»ch, 
the  Xnatlrution  agrees  to  determine  (Nat  a 
student  la  eligible  to  receive  funds  under 
a  progre*  *nd  to    omteia  a  eigne*  state- 
•eat  of  educational  purpoee  before  paying 
tee  etudent  any  a»My  voder  that  program, 

2.  a.  The  Secretary  agreee  that  the  Inatttutltm 

nay  receive  an  adffcinSttretSve  coat  allow- 
ance pursuant  to  paction  429(e)  of  the 
*lgNer  SeVcettcm  Act  (KEA>  for  the  CSL 
program  end  paction  4 It  of  the  MIA  for  the 
Hit  Grant,  StQC,  CVS  ems  KttL  progrene. 


ft OV IS lows 

2.  a,  Tha  Institution  axreee  to  use  tha  edninie- 

tretire  cost  allowance  to  pa?  the  cost*  of 
admlolecering  tha  title  IV,  MIa  etueent 
financial  eesistencs  programs.    Tha  Secre- 
tary and  the  Institution  agree  that  the 
eoars  of  carrying  out  the  Student  Ccmeueer 
Information  Service*  srtivitlis  are  part  of 
tha  costs  of  ceriylng  o*t  title  IV  kEA 
etudent  financial  eeeletenc*  ptc*te**. 

3.  The  Institution  agrees  to  conplr  with 

a.  Tills  IV  of  the  Civil  *UMs  Act  of  19c*. 
aa  emended,  and  the  implementing  regula- 
tions 54  cn  fart  a  100  and  101  (barring 
d  f  acr  inlnet  ion  cn  the  beets  of  race,  coiar 
or  nationel  origin). 

a   Title  IX  of  the  Education  A*endnrnts  of 
!»??  and  the  implement  (ng  regulations 
3*  CF*  Part  106  (barring  discrimination  cn 
tha  haste  of  sex!; 

c.  The  Family  Rights  and  Pr  Ivacy  Act  ct  19  "4 
and  the  implementing  regulation*  J4  tt* 
fart  ft; 

s.  Section  504  of  the  Sandhill  tat  ion  Act  of 
19T3  and  cha  implementing  regulation* 
M  Cft  Fart  104  (herring  di err  la inet ion 
cha  feaeie  of  physical  handicap);  and 

a.  The  Age  Discrimination  Act  ol  197S  and  the 
implsnenring  ragulatlona  45  CFK  Fart  90. 


AJtn.CLt  1».  fttL  C%AJtTS  -  KECtTUUt  PISJ^DCEXT  ^ygTPt 

laa  Xsatltutioft  agrats  to  per  f  one  tha  fuACtloM  and  act  i«  it  lap  set  forth  In  $4  Cf  R  Part  6*0  ence^t  for  thoae 
Cvncttawa  aaai  actWttiaa  set  fortn  la  Suhparr  It.    Tha  function*  and  activities  the  Inatitutlon  agceea  to 
fttoxm  lacluda,  taut  are  Mt  lt»ttad  tot 


1.  datarmialng  tha  allglMllty  of  atudants  to 
ravafra  aA*srda  Accord  in*  to  Svapart  A  of  tha 
arograa  regular****, 

2.  caaiautUc  taa  awouac  of  Nil  Grout  a  accord  lag) 
to  fci  apart  f  ef  the  prog  ran  rcgulatle*>a  and 
tha  Mya*«t  achadula  provided  ay  the 
SacrateYy, 

X*  tsoai sating  and  verifying  the  (niomatlon  or* 
tha  tle4«e>l  Higl^lirr  iaport  tor  arudeote 
•e looted  »T  tae  Secretary, 


4.  paying  fuoda  io  the  atudent  directly  or  to  eh* 
stwdent'a  account. 

5.  recovering  av«r4  ovarpay«ent». 

6.  aetntalaiag  racorda  and  accounting  for  funds, 
and 

7.  providing  access  to  tha  Secretary,  the  Depart* 
■ant  of  Iducatlon'a  Inspector  General,  or 
aexaosa  daaignatad  fty  aither  official  to 
program  and  accounting  records. 


tW  laatitatiom  agree  ■  to  perform  tha  fume  tinea  and  met  Settle*  set  forth  in  )4  cm  Part  6*0,  Subpart  K. 
tmaa*  fumeripma  amd  act  ie  it  la  a  Smcleda,  *vt  ara  mat  limited  to; 


I.  providing  each  a tudeat,  ****  raeueat.  with  an 
applicatiem  ar  ether  mpmroprlata  foam  needed 
tm  celcmiete  the  atmfmnt*a  award, 

I*  ereetdtm*  lafermetlee  mecaaaery  fat  the 
lamgntatiem  am*  dtaWrsamiat  of  s  ami  da, 

J.  certifying  the  *c career  »f  the  Information  it 
ama)  the  atedemt  aareply  »•  the  Secratery, 


4,  maintaining  racorda  ae  re«uired  »y  H  Cft 
*4*.iJ  mt  the  Student  Aeeieteece  Ceaeral 
ftoviaieea,  and 

}.  providing  aocese  te  the  Secretary,  tha  Depart- 
ment ef  aamcatioo/e  I  a*  pec  err  Cemaral*  or 
peraoms  deaigaatad  hy  althar  official  to 
program  amd  accounting  racorda. 
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The  Institution  egraaa  to  tttebiteh  tnd  unin- 
i»in  a  Notional  Direct  Student  Umn  Fi*n*  <rwed> 
for  the  Nf^w  of  mUiw  loan*  to  eligible 
•tw^Mtft,     (Any  atwdant  loo  a  Fun*  titebiiahed 
wMtf  on  agreement  undtr  portion  204  of  II tit 
ST  of  the  Notional  Dofenee  (duration  Act  of 
ItSJ*       eoeiwJed.  to  eoneidertd  eatabliahed 
under  eeciloo  *0>  of  title  IV.  fort  t.  of  the 
Higher  Education  Act  of  I***,  m  amended.  Any 
imi  of  that  Fund  to  contidtrtd  to  be  an 
Mill  of  It*  Fund  aatebiiehed  under  Chit 
Agra—tent . ) 

2.  Tht  Institution  agraet  to  depotU  promptly  tn 
the  F»**d«. 

i.  redarel  Capital  Contribwt  lent  tppropr  t»t?sJ 
uatfar  Met  Ion  *fti  oi  tho  Act  end  received 
t»y  the  Institution. 

V.  »3  anount  fron  it*  own  fundi,  ee,uel  to  net 
loo*  th*n  ene-ninth.  of  cht  Fedtrai  Capital 
Contribution  {lnacUut  tonal  Capital 
Contribution?. 

c.  collection*  of  pf  tnctpal  and  iotrrtit  on 
ioeet  node  f  tarn  (No  Fund, 

d.  penalty  Chargtt, 

a.  eeyuente  node  to  tho  loot ttut loo  by  the 
Secrttac  y  oo  ■  reevlt  of  cancellation*  oo 
loe*«  nedt  after  Juno  30*  1*??  C1>troct  lotna). 

f.  any  other  earainge  including  in t treat,  of 
tho  Fynd. 

g.  *ftort«ter»  no»intaraat  loaat  oadt  by  tho 
Institution  to  tho  food  to  anticipation 
of  Collection*,  and 

h«  poyownte  m4*  to  tho  Institution  by  tho 
Secretory  oo  a  roeult  of  referral  a  of 
defaulted  loena. 

>,  The  Institution  Ogreea  to  woo  tho  Fund  only  far: 

loons  to  ttudrntt  to  eccotdeoce  with  th* 
profre*}  regulations, 
».  odoiUUtratirc  coot  a  to  accordant  a  with 
AjmOf  II,  psregreph  2  of  thit  Agreement. 


LOAN  -  SFK1FJC  n(nr\  510*15 

1.  c  coita  of  lttigetlon  end  other  iolliffJM 
cooti  ••  tpecifted  in  tN»  otofroo 
regwlet  font, 

d.  capita!  dtttf fbutione  at  provided  lo 
Met  ion  *Pb  of  tho  Act.  and 

a.  rapayitcntt  to  thr  Inatttutton  of  the  short - 
c«ru,  ne-inttrrtt  loon*  node  t«  \hr  Fund  hy 
t h*  Intritutfon  tn  ant Irteaf ton  of 
collici tone. 

4.  Tho  Institution  agraaa  to  mtcttr  duo  dilMt- 
anca  in  tn«  collection  of  loons  oadr  fr.n  tha 
Fund  tccordin*  to  tho  racuiraownt*  of  thr  ^ro«- 
grnn  roguiattont.    If  o  loan  h*»  bo*n  in 
dalault  for  at  laaat  two  yaar*  aatpita  tht 
InMttutSo.  '•  ooorcioo  of  dut  diltfanca,  thr 
tnttitutton  ooy  a»»lgnt  without  rrcc«prnt». 
it  a  rifhti  to  th»  nota  to  tha  tntt»d  Ststaa 
Covarevont - 

Tha  tnatttution  A«rao*  to  tubo.it  •  ranort  to 
tha  facratary  on  at  laatt  a  •o»l*annual  h«ti* 
Indicating  tha  total  n«b«r  of  loan*  oadr  item 
ita  Fund  which  aro  in  dofault  for  120  day*  for 
Joint  rapoyabla  tn  wonthly  inatallnrnta  »»t  for 
ISO  diya  for  loom  ropoyoblo  in  lata  fro^uont 
inatallttonta. 

Tho  Sacrotary  ograat  to  provide  to  tha  Insti- 
tution ony  information  vlth  r*apact  to  tha 
notwi  and  oddrooaaa  of  borrowort  or  othar 
rolavont  iofonaation  which  ta  ovoilotla  to 
tho  Hcrotory, 

7-  Tho  Inatitutioo  aftraaa  to  Mba  loana  froo  tha 
fund  rooooooMy  ovailabla  (to  tha  ant  ant  of 
available  fondal  to  oil  altgibXa  • tod ant a. 

The  Isatitution  octo«o  to  provida  gtudant 
borrowort  with  tht  loos  Uforration  tpocif  tod 
tn  taction  4*3A  of  too  Kighar  Education  Act. 
20  U.S.C.  I0«7tc-1.    (Thit  infomation  la  alto 
tpocif  iod  in  K  CFK  ft 74. U  of  tha  KDSL  prof rao 
rofulotlood.) 


Tho  toatitutioo  ogrooa  to  ooba  Supplooaotal  Uueotion  C^poriuofty  Crooto  roo*o«abiy  tvaiUbla  (to  tht  a*tant 
of  ovoUobl*  fuoda)  to  Oil  ollftblo  otudonto. 


a.  Too  toot  itwt  tarn  oft  oat  to  conduct  o  pro$ro» 
of  Hrt-tt^  ooploynont  for  oligiblt  otudonto 
tn  verb  far  tb*  Uoritwttoo  itoolf  (oxcopr 

in  tho  co to  of  o  proprietary  lMtttutton  of 
bigbor  od«cotio«7k  or  work  U  too  public 
Utoraat  for  o  Fodtttl.  tt*tt»  or  local 
public  ogancy  or  o  prWoto  non-profit 
orsottttottott  Mtdor  on  orrtnfonant  botwoon  tho 
loot t tut Ion  and  too  agency  or  ogreni notion. 

b.  Tno  InotitHtlon  ogrooa  that  College  work- 
Study  nnptayuoet  It  prowldaoi 

CD  Vlll  not  dioploco  nop ItyiME 

it)  V|  11  not  napotr  on  la  ting  eerwice  controfcos 

(»  WUl  bo  garamod  by  aanyltyuont  condition* 

toot  pro  oppropfff  tta  end  ton  eon  tola  i* 

tome  eft 

(•>  Typo  of  work. 


(b)  Coographicol  ragton*  and 

(c)  nvployoo  proficiency; 
(4>wlll  not  Involve  th*  conatructloo. 

operation.  Of  ojoSntenonco  of  any  port  of 
o  foaility  weed  or  to  be  uaed  for 
roltglouo  worahip  or  oocttrUn 
1 not ruction. 

The  loot itue ton  ogrooa  that  it  will  not  pay 
ony  wage  to  CVS  otudeoto  that  it  lett  ebon  the 
current  Federel  ttielnwai  uofo  rofuirod  by 
aoctfoo  b<a)  of  the  Foir  labor  Stondorda  net 
Of  ItM. 

«.  Tno  loot it«t loo  ogrooa  that  tno  Fodarol 
abore  of  tiny  c<nat  watt  ion  of  died  onto 
nnplOTod  under  tbta  Agrneetont  will  not 
aacaod  IP  per  one  t  of  aucb  coupoRM  t  ion. 
(^Federal  akwwe"  uoooa  tno  CVS  fundt 
allocoted  to  tno  Inotitutlon.) 


ooo  Ma«e«# 
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>.  b.  Tha  Sccrtt*Tv  **rr»»  |p  a»provt  i  Fsdrral 
thare  of  ajotc  than-  «,£  s>aft*&i  of  tha 
oanaotloft  tf  the  Institution  ho*  htan 
officially  drilgr^tM  a  "f^ricpln*  ifiat  t- 
tvtfon  of  fctfthar  aductf  loti.**  ©t  tha  I  r»*  t  S 
tMtJpp  can  daoonatrstr  lt**t  at  Imt  *o  ?#* » 
ct>nt  of  !(•  Moda*t*  who  arc  rnrcllrf*  a*  at 
laaat  half -lis*  »turfmt«  h*Vf  patron  whoar 
am***!  adluatod  gTij»^  iivoM  it 
thou  W.VOO 

4,  Th*  Sarratanr  Afttpft  iw!  tJ  r«*}air»  an 
institution  to  t*r»ir\ata  «  at«-4ah».'fc  CVS 
MFloWnt  when  the  Ktudrht'*  [  Imih  I  il  t%*rd 
1*  v(  .     KevfVf  f  r  whan  th*  Inco**  f  «c* 
SSJplOVOO tit  BfJusSa  %2lK\  ShuV*   rvrcd,    t  ht 
Institution  Kay  not     kaI  inuf  to  u*r  CVS  in 
f»*v  th*  attni#nt  . 


Tha  Institution  »jrrr»  thai  aooloytaant  ur^r 
tha  Coll  ana  Wora-stu<!>  Frograt*  V]J1  fee  »a<*<- 
rationally  avsUohla  (to  th*  satant  of  tha 
avallaMa  funds*  to  ali  aUftfbU  student*  ana 
that  *9ufv*l«nt  a«p2oy»ont  offarrd  or  arranarJ 
fey  tha  Institution  trf U  ha  **dr  rsaaoftahl* 
available  (m  tha  ait  ant  of  available  f.ma«) 
10  all  studanta  vhu  o>*lrr  r»olov»ent  . 

6*  Tha  fust StuI Inn  ifcrfN  to  evard  CVS  Mplnwrn:, 
to  tha  Mxi»u»  utrm  prsct it a*Jp .  which  will 
ft*p!«rnt  and  reinforce  aech  recipient 'a 
rd'-cadonal  pro«r*»  or  tarerr  *c»aU, 


i.  For  ssrh  auatd  yaar  in  whith  It  teceivst  an 
allocation  uudtr  tha  Svppleoaoul  Educational 
Opportunity  CrntP  *Yo«rssi  or  tha  Collafto  ^rk- 
Study  Prog r**f  tha  Institution  Mr«tt  tv  spam* 
(ram  ita  aw  scholarship  and  student  aid 
•rotrasia,  an  aoxHmt  which  t»  not  Ua*  than  tha 
*  vet  ago  o*  llr  thro*  roar  **s*  lav*]  exoandi- 
turaa  aa  caUulstsd  is  actordaace  *ith  th* 
Baist«ft«»ca  ot  sHotr  aMjlw  of  tha  f,VS  ind 
SKV  tafulitlma  (H  en  «S,J0  sod  *7a.?0 
raapactWol*). 


2.  TMft  Afraawaut  is  a  n*v  Rgxeroent  fnr 

purpose*  of  tha  ostntensnce  of  effort  requlre- 
•antp  sat   forth  in  the  CVS  arwj  SfCC  rrujrjir- 
ra$wUt  tons. 


la  asttHUhW  «  Job  La«atl*j  ao4  Dav«loo»ant  FVogra*.  or  is  rxpaadios  it.  aw  akUtln«  protrss,  lh€  Inatj- 
UtSo»  «trta*a  to  coajplr  *trb  tt»  cooditioaa  a*t  f»rth  4*  >*  Ctt  *7>  Wbjutt  »  which  iaclwda,  Kit  ars  not 
iialtatf  tor  tha  foiio%»in*; 


Cartifvlmc  that  tha  *aa'arai  f ms^b  t*a*4  for 
this  ?T(*gras)  can  rsal tattrallr  ba  axpacttd  to 
b*Xa  fawTaca  ata¥a«c  taagoa  «scaa#t«t  U  tha 
«ttr«Mt«  tha  amutt*  of  ehaaa  fa4*ral  fiaWa* 

Co«tt»*4t*t  to  cfaaat  la  tts  os«  job  location 
«a4  tevaaoaassajt  aro«rassat  frost  aowtcas  oth«r 
eJaaft  fiNsda  racatva4  insaar  >vVo«?i  I  af  tha 
«>r«tra*  racsiatfp««,  not  las  a  than  tha  imi|( 
♦f  ita  chrs*  r**r  baa*  •smiStirr**  m 

r aVciilstW  |«  #cc«T<«a)c«  s*ltb  tha  stafscrssoc* 
•t  affart  aactlo*  ttt,)?  of  tha  foUaji  t*«rb* 
Uw4f  ftvtrm  r^latlo^s. 

b»catU«  cast  stevalatts*  job*  (at  «tu4mta 
aWrta«  ***  WHasaa*  o«ria4«  af  awailaMt  but 
a»t  lacatia*  ac  aWsei»£a4t  )«*«  far  atones 
ta>  abisiA  ape*  tra4ttatio». 


*,  Swb«tttla«       aasHMl  raaof t  to  tha  tacratary 
proridiaf : 

a.  tha  usas  **4e  of  funds  arovldad  for  tha  Joh 
Locatio*  SAd  SstvaiossiMt  *ro«r aa>.  and 

b.  an  avalua>rioti  at  tha  af  f act  or  tha 
ar^rsa.  is  basaf  atftug  atudanta  of  tha 

|Mt  ttttttOS. 

b.  LiMicisf  tit*  *adaral  ahara  of  tha  coat  of  any 
Job  lacatioo)  and  dava lofastut  a^of rata,  to  not 
fiora  tbao  to  aarco^t  of  tho  arafraa'a  coat, 

*.  hot  loest !•«  at  da^aloaUc  jobs  at  an  aliglbia 
Uatltstiosi,  or  dlsaUcia#  ewtrasUy  a#floy#4 
wrwf'i  *r  isosit  -i^tln*  coajtracts  for 
aorvieaa* 

JaclwdUft  ASfraarUta  f*rt ataodaria  if 
faajd*  ara  m—4  to  contract  with  aoathar 
arfajslaatfoat. 


I.  ?%•  Xaattutioai  a«rbaa)  to  cassoljr  «ith  #11  ara- 
graa>  aUtwtaa  a  sal  tba  aa^lasMMtlUaj  r«dJ«Utto«a 
MCAtUad  Mcntfl. 

tW  Is«slt»tU«t  afra«#  to  srovid*  atasVata  with 

Maajaaan  tasTacvaitiasi  af«c»flad  i«  ?4  er* 
#42.  »U  aaiHCn 


J.  Tha  fecrttary  aast  tba  Isacitwtloa  *«raa  that 
tktm  0$nmmt  daaaa  sot  Mbariao  tba 
UatitKtiast  to  task*  la***  **4ar  aitbar  loan 
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mil  Airr«*#^t  U  affocttv*  tM  a««:uto4 
»»       S*tr«t«ry.   fMa  Mrt«^t  t^rMfw  •*» 

tNtitvtto*  cooc«r«l«ft  iiw  aAttMatfattoo  of  any 
covaratf  »y  thU  Agra 


«    Tha  Socttt»«"T  **?  itnfMtt  thia  Mro«**nt 
uacar  tht  Aaalataoce  Go*«JV  frovl- 

•icma  rat*Utta**,  U  CW  hrt  lM, 
Subpart  C.  **H*a.  Usttatton,  *v»o«n»i 
tat  TtrftiAttie*  hxM4H|i." 

V.  Tfct  ImtlcuClw         tttilmti  thla 
•cot  ttitftr  M  «^Hc*b2»  OfOfraai 
tatvlotioa. 

c.  If  th«  Sarratary  of  th»  Inailiulton  wl»h#»* 
to  tar»$n**a  tfcU  A»rtw«t  vador  thla 
p*r#»T»pr.,  tha  sacratiry  vl U  oecabilth 
th*.  tir»iftt?iofl  d»tt. 


2    ThU  AjTaaaam  a«to»ati<:»ny  urtiMtii: 

.    c*  ih*  aate  l**  InetStvtloa  uwiar§o««  •  cf*m» 
of  omtnMb  tAtcS  raouUa  ift  *  ehanta 

control  (**  cm  *««.IS>.  or 
b   On  Am*  JOtft  of  tha  «w*r4  y*ar  U  which  lha  *ft»ti- 
'  tutio*  vnrfar.oaa  .  e.Mlf  icotlott  f«vlrv.  A 
cirttfkit^^iivHani  ■  fonul  aporclaai  by 
tho  SocTttory  o«  cb«  lMtlti»tt«ta»  f Inane ici 
r.ipontlbiilty  and  a«»l»Utr.»tt*»  capability 
(54  CTt  fart  boS  Subpart  l>  to  o4»li»i»ter  ar*d 
participate  in  tht  P»o»ra»»  *ov«r»d  by  thla  A*ro«*#nt. 


Sitnatura  of  CMaf 


 &.t*Aj>xilJL.  .-12fii.- 


T*U  AgrNMQC  locluoa.  tba  foUovtrtt  araach  Campu»(a») ! 
ft&4  A4dr«*<o»)  of  Prancb  Ca»pua(t»> 


?•«  tha  fac  rotary. 


MAY    T  1985 


ERIC 


.302 


297 


UNIT    »  STATES  DEPARTMENT  OF  £Dt'~  KTIQS 


Kay  0?,  1915 


ft*.  Joseph  CaUteSo 
Piesi-Jent, 

Awi  icin  Cite^r  Train*™ 

Trewl  School 
4699  North  federal  Highway 
Po«p>*no  Beach.  PI  or  Ht  a  .net* 

Pear  Hj  .  C*\*f*w. 

This  office  has  ipprortd  your  institution's  rcqutt:  for 
certification   to  participate   la  eeiscted  progreats  of  student 
fiaenciel  uiiitioci  uoder  the  Higher  Education  Ace  of  1965,  at 
Amended. 

V«  are  aerifying  the  appropriate  operation*  trees  of  the 
certification  of  four  institution.     These  erea*  uilX  forward  to 
your  institution  e  fuading  authorisation  and/or  ident if i est ion 
aunber  and  other  necessary  Informational  Manual*. 

For  further  information  regarding  the  various  progress  ,  plaase 
calX  «f  follows:     Fell  Grant  Program  (202)  447-9025  and 
Guaranteed  Student  Loan  Program  (202)  447-9316. 


Sincerely  yowrs, 


Coordination  Sect  ion 
Institution  end  tender 
Certification  irenca/DCf* 
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Tti.  doc**""  th*  attached  fila  **vs  been  caviewed  *y  t*e  Coordination 
section,  l&Ci  *©*  relevance  wd  completeness,  end  t*vt  oeen  found  to  be  in 
acceptable  tor  aw  — .  t  .  w  ✓ 

 Approved 

Coordination  Section  Beta 


Tti«  financial  Analysis  Section,  MS  completed  *  raview  of  feha  financial 

i  ii  iwinli  and  aupporUno  decent*  in  the  attached  file*  The  file  subject 
has/he*  not  daeonstretad  an  adequate  deexe*  of  financial  reeponeibii;***. 


Approved  without  Condition* 
Approved  with  conditions 

 Di  aapprovc* 


if-  


Chief*  financial  Analysis  Sectxon  Date 


Th*  Administration  Analysis  Section,  ILCB  has  completed  a  review  of  thi 
Application  for  Car  tit  ication  and  supportina  documents  in  the  attached 
fits.  Tht  fiia  subject  has/has  not  demonstrated  an  adequate  decree  of 
Adainlauetive  capability. 

*^Approved  without  Condition* 
Approved  with  Conditions 


£isapprov< 


The  Coordination,  financial  Analysis  and  Administrative  Analysis  gectiona- 
bavino  completed  their  review  of  the  file  subject  u*  recceaaendations  ace 
referred  totbe  Chief ,  Institution  end  Lender  Certification  a ranch. 

Approved  without  Conditions 
Approved  with  Conditions 


Conditioner 
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2M0RANDUM 


wcna  statu  o^^vaxrcf  tszarxs 


t  curt*  fnSiWuft  mi  tCXist  t«tt£t» 

MBSD  ftZLliJjL 

j. ITT-  fi&*»t*  tf  JUctrt*. 

c»  l .   ▼•tor  f  co"^ 

r        A* fir*  ***<it  I  •  stvl?  «U|t)U  UJtinxirt  Gtaui  He/ f trilft2 
.  t««ii*t*  racier  #  •  d:t^tlit7  r.^rM 
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•5»U*     A*S  25  l*»l*.*2 

C  U  *  K  f  N  T 


U»^.  DfcPAkTMt*!  DF  fcDUCAl 
tMHT>    Sfc&HfcNt  -  fcMilY  DATA  UPUAU 


*  1    I  t 


KA«f 

StRftT  Apt* 

ClTt 

STaU 

LONG  DIM 

FA  AD  b  RtCiPItNT  CODt 
CfO  STAT6 
GIO  COU*TV 

geo  em 

GEO  PIACC 
S*SA  COD? 

ENTITY  NU* 
STATUS 
SNTM  DAU 
liyTftv  0*MC5 
HOD  DAT6 
KOt;  OfFICt 
Ptf*<>6  DAT* 


|  AHfcMCA*  CA«t£K  TRAINING  T  KAVfc 1 

2  SCHOOL 

3  **9V  H  ffeOERAL  mwv 

4  PPW^ANO  8£ACH 

5.  Ft 

t  3306* 

7  1* 

&  2»' 

*  U 

ir  on 

U  5*0*0 
2  3  26H0 
1* 

JT  X1DNC* 

1*  I1DMCH 

20 


PRIOR 

2 
3 
% 

& 
7 
P 

10 
IX 

i: 

13 
1* 
1* 
If. 
1? 
lb 
l<? 

a- 


NEK  ftfcCOM) 
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"l  Jggagtg  Beam,  ao 

BBS  wocuiat  ayg  ttflf 


:*   fejg^La  ll^J^S  7«**l£  S+J**t 


Bilg  Ml  MPamm 


Moayw  facet  u  ccuixtlt  cxnina       £fc*  -  £T  m  t  £7  m     n  ai3 

******  too*  u  tfnmc  *»*  0**~0****Q*$  £Jwn 

O ««.  £7«w  Z7«  £7*» 

*»  ■   
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American 
Career 


3U  eM~$~i 

•   9i6>SSSf    •    736-  Mi 


TEA  FEL  MUOUL 


April  5>  1985 


H .  J.   *af feneperRer,  Chief 
Institution  end  Lender 
Certification  Branch,  DCPR 
L'Enfent  Mere  Station 
r.&.  Box  23300 
Wa»»in*ton,   D.C.  20024 


Dear  Mr.  laf f enepcrger , 

Incloeed  plaaae  find  the  foiio*in*: 

t>  Two  eoapleted  end  eigned  copiaa  of  tha  Program 
Participation  A&reeeent  end, 

2)  One  eo.plated  end  eiaoed  copy  of  the  "Application 
for  Certification  for  Pert ic ipat ion  in  Profane 

of  Student  Financial  Aeeietance"  (ED  form  651)  and, 

3)  One  copy  of  our  achoole  financial  etetevente  aa  of 
Decee>t>er  51,  1984. 

Plaaae  adviae  if  you  or  your  »ceff  need  any  additional 
information. 


Preeltfeet 
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A,A,S.  Analysis  end  Recommendation  Sheet 

No*  of  school    AftRlCAH  WEB  TRAININ3  TgWD.  SOfll  

Address  of  School 

PCNRW  BEACH^  FL  33064 

The  AdainUtrstive  Aaely§i*  Section  has  evaluated  the  admin is tratlve  capability  of 
this  imtitut&on  and  finds  that  the  institution 
bb8.lt>  and  668,17  of  the  Student  Assistance  Cent 

Analyst 

&ete  ^ 

This  institution  meets  the  requirements  of  34  CF*  668  with  the  follovin*  exceptions 


Analyst  

Da  t  e    ^_ 

This  institution  does  not  »eet  the  requirement*  of  34  CF*  668  and  should  be  dis- 
approved for  participation  for  the  following  reasons: 


AA*lyet^ 


Consent 


Section  CM  ex  ""Date 


ERLC 
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American 
Career 


JUL  fJm 

•    9*6SS5r    •  736-lt(>2 


TRA  VEL  SCHUUL 


April   19,  I9tf5 


Hr ,    Ronald  Avon 

U.S.   Dtp«rto«nt   of  Education 

The    Institution  end 

Lender   Certification  division 

7th  *  D  St.  S,W. 

*oo«  4662,  HOI-NCR 

V«*htnRton.   D»C  20202 

re:     Appended  ED  farm  633 


De*r  Hr.  Anon, 

On  April  y,   1935,  I  gent  Co  Hr.   H.J,   K» f f *n«r«r*#r  the 
following  item: 

1)  Two  completed  and  »i$oed  cepiee  of  the  t>roRre« 
r*rt icipet ion  Agreement  end* 

2)  Oo*  completed  end  elftned  copy  of  the  "Application 
for  Cert if icetloo  for  Pert ic ipet ion  in  Frotrawft 

of  Student  Fineociel  Aetietancew  <Et>  For«  613)  and. 

3)  Oat  copy  of  our  echool'e  financial  etatrment  ee  of 
December  31,  1984, 

1  hava  jtfftt  bean  advised  that  queatione  7a,  7B*  and  ?c, 
on  ED  For*  633  refer  to  "eeti»et«*"  of  workload  for  the 
award  period.     !  have  eobeequently  emended  n?  enevere  to 
that*  queatiOB*  to  reflect  »y  beet  eetiwetes* 

Encloeed  plaaae  find  a  copy  of  thie  newly  "amended" 
ED  Fori*  633,  vhich  ehould  be  included  wttU  m*  entire 
application  package* 

Flaaea  edviee  if  you  or  your  staff  need  any  additional 
inf  ormet  ion . 


Joaeph  A.  Celarato 
Preeldent 


JAC/eer 
ancl . 
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UNITED  STATES  DEPARTMENT  OF  EDUCATION 
WaSHINGION.  P.C  2V207 

ICR.   JOSEPH  CTALAREaO 
PRESIDENT 

AMERICA*  CAREER  TRA1MNG  TRAVEL 
SCHOOL 

♦69?  N  FEDERAL  HWV 
PQKPAN2  BEACH ,  FU  330fc>4 

:kst:tutjcjka:  eligibility  kot:ce 
cx)kkesp?ndence  school:   £llgi&il!tr  includes  a  nt*  ff03rak 


Dear     KH,  rALAHESO; 

We  are  •.Itase.-i  tc  mforn  yoi  :wt  DaseC;  upor  the  ihformaticr  ;nrlu3e-  ;r  v: 
apFlicat  icr.  (El-  Forr  the  Secretary  cf  La-jz&ncr.  nas  de:err.ned  ma-. 

AFRICAN  CA*£En  TRAINING  TRAVEL 
located  at!  46?f  N  FLDEKA«  HWy,  PDKFAN^  BEACH »  FL,  J3C"f.i 


satire*  ;he  definition  cf  ar.  e.Ag-Sle 

vocational  School  (section  <*L>ir»,HEA> 

as  sot  forth  in  the  above  ncted  actions       tne  H.gner  Education  Ac  c;  «9ti 
a*  amended  £HEA>  .     for  the  purpose  cf  tns  determination,  the  folio*; n? 
educational  prograjts  constitute  tnat  part  cf  the  institution  that 
satisfies  the  atove  definition Is) 

BASIC  TRAINING  FOR  TKF  TRAVEL  INDUSTRY 
HART  SCH  FDR  PROF  SEC- PROF  SEC  TRAINING 

Tnus,  for  this  designation,  the  institution  is  ;he  sum  cf  the  afcove- lasted 
educational  programs 

As  a  result  of  the  designation  as  an  eiigiole  institution,  the  institution 
is  •liable  to  apply  to  participate  m  the  following  oostsecondary  education 
Federal  assistance  programs  administered  oy  the  U.S.  Department  of  Education 

*  Higher  Education  Act  of  19ft,  as  amended: 

Title  IV:    Part  B  *  Guaranteed  Student  Loan  Program 
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?fus  eligibility  aesiination  re&ain*  m  effect  &c  long  «s  the  Institution 
continues  to  satisfy  all  relevant  statutory  era  regulatory  eiis^iity 
requireaent*  and  the  enclosed  Requirements  for  Maintaining  Institutions: 
Eligi&ility.  which  are  incorporated  into  this  Notice  ty  this  reference. 

If  you  have  any  question*  concerning  the  information  mcluaeo  in  this  Kotic* 
or  tne  encJoseo  requirement*  for  Hamtainmo.  institutional  Eligibility, 
please  contact  occupational/vocational  Eligibility  Branch 
of  tne  Division  of  Elisifcility  an<$  Certification  at  d'CC)  "J32-4P1?, 

Sincere  ly , 


E-i^ifrllity  Daia  = 

Kam  Cappus  Ott  12:  ::^9^90C 
Entity  Kurwer:  l$rd2l"?40A* 
Eligibility  effective:  C9/28/8T 
Academic  Calendar!  Clock  Hours 
Control:  J 
institution  Type;  1 
Accreditation:  KKEr 

Enclosure 

Incorporated  Requirements 

CLE 


Lois  K.  Kocre,  Chief 
ocrupat  icnal  /vocat  ior»a< 
Eligibility  Branch 
Division  of  iriiQifciisf. 
and  certification 
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AMERICAN  CAREER  TRAINING  TRAVEL 

SCHOOL 

4699  K  FEDERAL  HVf 
POMPANO  BEACH,  FL*  33064 
OPE  ID:  02295900 


These  Requirements  apply  to  any  institution  or  school  that  participates 
in  any  post  secondary  •ducat ion  Federal  assistance  pro^rajr.  administered 
ny  the  U.S.  Department  of  Education. 

1.    PROGRAM  PARTICIPATION  REQUIREMENTS,  Designation  At  ar.  eligible 
institution  of  higher  education  11201(a)  or  435(b)  of  the  Hi 9 her 
Education  Act  of  i9£5»  as  amended  ( KEA ) )  t  a  proprietary  xnstitutior 
U&lto),  KEA?  a  postsecondary  vocational  instituticns  (482(c).  KEA); 
or  a  vocational  school  (4351c) ,  HEA),  ro£S  HOT  KEAN  that  the  insti- 
tution or  scnool  is  automatically  eligible  to  participate  in  any  of 
tne  listed  Federal  student  financial  assistance  programs .  NOF.  does 
IT  kEAn  that  the  institution  or  scrool  is  automatically  eligible  tc 
receive  funds  under  any  of  the  listed  programs.  Specifically*  ir. 
order  to  participate  in  the  - 


STUDENT  FINANCI/.L  ASSISTANCE  PRAAMS  authorised  Dy  Title  IV  cf 
the  KEA  —  pell  Grants.  Guaranteed  Student  Loans,  Suppiementa. 
Educational  Opportunity  Grants,  College  Wcr*-Study.  Perkins  Loar 
Program  (formerly  NDSL) ,  Parent  Lo^rts  for  undergraduate 
Students  (PLUS) ,  and  Jco  Location  and  Development  Prograr.  —  the 
institution  or  school  must  oe  certified  by  the  Department  of 
Education  as  having  the  requisite  administrative  capability  and 
financial  responsibility  m&  the  institution  or  school  must 
execute  a  Program  Participation  Agreement  in  accordance  with 
Student  Assistance  General  Provisions,  34  CTR  Part  66B.ll. 

INSTITUTIONAL  AID  PROGRAMS  authorised  by  Title  III  Of  the  KEA 
Strengthening  Program,  Strengthening  Historically  BlacJc  Colleges 

universities,  and  Endowment  Program  —  and  institution  of 
higher  education  must  oe  determined  to  be  an  eligible  institution 
under  two  categories  of  eligibility  criteria.  Before  applying  for 
eligibility  under  Title  in  program  criteria,  an  institution 
mutt  satisfy  the  basic  institutional  eligibility  requirements 
of  section  312  of  KEA  and  34  CFR  Part  624. 


2.    SCOPE  OF  ELIGIBILITY.    The  institution  or  school  is  eligible  to  apply  for 
participation  in  only  those  programs  that  are  listed  m  its  Notice  of 
Institutional  Eligibility.    The  eligibility  of  an  institution  or  school 
tc  participate  in  a  Federal  assistance  program  does  not  APPLY  to  any 
EDUCATIONAL,  PROGRAM  OFFERED  BT  THE  INSTITUTION  VHICK  DOES  NOT  NEXT 
ALL  STATUTORY  AND  REGULATOR V  REQUIREMENTS  FOR  ELIGIBILITY. 


REQUIREMENTS  FOB  MAINTAINING  INSTITUTIONAL  ELIGIBILITY 
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Page  2'    AMERICAN  CARESS  TRAINING  TRAVEL  SCHOOL 


RECUIRBXDCS  K»  MAINTAINING  INSTITUTIONAL  ELIGIBILITY 

l     period  OF  ELIGIBILITY.  Ttit  institution's  or  school * 1  status  as  an  eligible 
institution  rtMum  in  effect  to  long  as  it  continues  to  satisfy  ell  the 
relevant  statutory  and  regulatory  requirements  for  institution*!  eligibi- 
lity    Thus  the  institution  lows  its  status  as  ar.  eligible  institution  or 
program  ON  THE  DATE  THAT  IT  FAILS  TO  SATISFY  ANY  Of  THE  REQUIRED  ELEMENTS 
on  nhich  ts  status  af  an  eligible  institution  was  based,  such  as  it* 
accreditation  or  its  law*  authority  to  provide  a  program  of  postsecondary 
education  in  tut  State  in  which  it  n  located- 

l      NOTIFY  ED  OF  INSTITUTIONAL  CHANGES.    The  institution  cr  school  *ust  report 
to'the  Division  of  Eligibility  and  Certification  any  change  in  the  insti- 
tution •*  mm;  address;  ownership?  type  and/or  lavs!  of  eourst  offerer 
loss  of  accreditation?  loss  of  It  gal  authority  to  offer  program*  of  post- 
secondary  education  m  the  State  in  which  it  is  located!  locations  at 
other  than  tha  mam  ca*nPus  at  which  n  offers  educational  services;  anc 
contracts  with  other  institutions  undtr  which  that  othar  institution 
provides  a  portion  of  its  educational  program*.    FaiXura  to  provide  this 
information  way  lead  to  loss  of  eligibility* 

5  INSTITTTION'S  IDENTIFICATION  NlfXBER,    Tha  institution  or  school  has  beer, 
assigned  an  Offica  of  Postsecondary  Education  (OP£>  Idantf ication  Number, 
which  appear*  on  tha  last  page  of  the  Institutional  Eligibility  Notice, 
following  the  signature  bloc*.    This  number  should  be  used  in  all  future 
correspondence  with  the  Division  of  Eligibility  and  Certification. 

6  ADDITIONAL  INFORXATIOK.    For  tech  Proyreje  administered  by  the  Department 
of  Education  for  which  the  institution  has  been  designated  as  eligible 
to  apply  for  participation,  please  refer  to  the  CATALOG  OF  FEDERAL 
DOMESTIC  ASSISTANCE  (CFDA)  or  descriptive  program  information  and  the 
name  and  address  of  the  Dtpartment  of  Education  contact  person.  Each 
Feaeral  assistance  program  is  assigned  a  CFDA  Number.    (This  Catalog  is 
updated  semi-annually  by  the  Office  of  Hanegeeent  and  Budget  and  *s 
available  from  tha  Super mtandent  of  Documents,  U.S.  Government 
printing  Office,  Washington,  D,  C  20402). 

If  you  have  any  questions  concerning  these  Requirements  or  the  information 
contained  m  your  Institutional  Eligibility  Notice,  please  write  to; 

iK  S.  Department  of  Education 
Office  of  Post secondary  Education 
Division  of  Eligibility  and  Certification 
Washington,  D.  C.  20202  * 

or  call; 

The  Higher  Education  Institutional  Eligibility  Branch  on  (202)  732-3465?  or 
the  occupational/Vocational  Eligibility  Branch  on  (202)  732-4906- 
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UNITED  ST ATFS  DEPARTMENT  OK  EDUCATION 

H4-  j»iV  )KI\  f»l 


Our  R*tv."i..c«  :  Oi  fc* r O-i&p :  ;OV.iii-£-9 


Accredited  by:  MHSC 
Control  :  J  i  «•• 
Elttf  S>-2*.170 
•He: 

*•« •■  t  if  r    .  t  >t  ij.  i 
:»»,.  ht«Mi 

I*ur;«»rr:  T'to^'.  Ilufii!* 

INITIAL  Ltl.Q'.lLK 


Trav-1   I:  dj-  \ :  / 


K  is  a  pleasure  lo  infurs  ycii  that  the  school  listed  »bcve»,  oter*t:rg  ?:  ;r 
address  indicated,  is  ^ensidered  to  be  an  "eligible  insti'.utior.*  for  Ine 
Guarantees  Stud -.Tit  Loan  Pr &g r 2 rs> 

Student*  attending  the  school  cay  be  eligible  to  apply  fcr  educational  loars 
which  are  ssde  by  participating  lenders  to  be  insured  by  the  Federal  Goverr.oer.: 
or  guaranteed  by  a  State  or  private  nonprofit  agency.    The  eligible  stueurt 
Bust  be  enrolled  in  an  accredited  postsecordxry  progras  or  vocational  or 
technical  education,  at  least  $00  ciocfc  hour*  in  lengtn.  which  is  designed  to 
provide  occupational  jaill*  sore  afvar^ed  thsn  those  g*rer*lly  provided  at 
high  school  level  and  fit  individuals  fcr  useful  ertployyer.t  in  recogrise-d 
occupations,    an  eligible  correspondence  pregr*s  is  defined  ;n  the  reg*jlat;cr; 
a*  requiring  not  leas  than  an  average  of  12  hours  or  preparation  per  wet 4  over 
any  1?  wee*  period  and  completion  in  not  less  snan  6  s»nV%».    The  er.clo*eC 
supple-serial  information  and  instruction*  eoitain  brief  information  cr  t* 
prograo  «r.d  further  ^roceflures. 

Pica?*  rote  thai  eligibility  perr-ir?  to  the  ser.oc.  listed       :,\e  £.3  -.v 

addrcis  ai  .org  as.  it  r-rrsains  accredited  by  a  nationally  retcgnred  accredit:.- 
agency  or  assoc  'At  icr.,  continues  to  operate  u-.ier  the  545c  owner  sr.  Ip,  a-.d 
nci  violated  or  failed  to  carry  out  any  regulations  prescribed  by  the  Secret*.*/ 
of  Education.    Please  notify  this  Office  iajwtdiately  of  ar.y  naee,  address,  or 
ownership  change  to  assure  continuation  of  the  eligibility  status  of  the  scnoo*, 


^efsn  Uchissa 


Occupational /Vocational  Eligibility  Pra:u«n 
DivUior.  of  Eligibility  artf  Agency  Evaluation 


Enc  Ic^'jr*" 
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rtxucua  toners tt  itcuo* 
muaxjoH  met 


mm  w  maraer*-!'**0"*"  u  -  sums  *<s**ia<:*s 

cm  mb>  tost 


ns  tau**tm  SUtam  *»»  «•  ■ —  :  oacaxai 


 fwmttwreai  tXKxrm  to  awmcamai  or  rare 
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ti     1CIAL  ANALYSIS  SXCTIOX 
fXNAHv  Chi  5TATIMIK7  SUHXART  SHEET 
CASS/ACCmt  AXCOUHTIKG 


MAKE  Of  ISSTXTUTIOKJ  ObptS^U^J 

1       1       Aud*t«d  by  C?A  p^2^    Ctrtlflod  by  loiticutioo 

ftalanca  Sh«*t  St*t*««nt  Date 


A*»»t  i 


Ca*h 

Mark*t*bl« 
S«c«rit  im* 


Account*  Payabla 


Accounts  Racalvable  HH^H^'rl 


Xnv«Btori«s 


Qtbar  Currant  A»»*e»  ,°) 6 

Total  Currant  Ataatt  J^S% 


Total  Ston-Currant 


Total  Atfttts 


Hot**  Pay*bl« 
Ta*at  Payabl* 
UnaarBad  Incoa*  j^Qj^tj 


Othar  Currant 
Liabllltlaa 


Total  Currant 
tiAbllitia* 

Tot AX  Noo-Currtot 
Asatts 


Currant  JUtio 

Sat  Working  Capital 

Mat  Worth 

tattmad  Earning.* 


Lit  1  I 

0  3^3 


N«t  Ioco««  st«t*»*ot  Period  Kadlac.) 


Total  tavanua 


To'»l  E«p«odttur««      (c/tf / 


?*at  iocoa*  (Lotf) 


Analyst  » Data 


0 
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Career 
draining 


TRA  VEL  SCHOOL 


2U, 

9*T-99P0 


9*6-555/ 


April  J,  1985 


The  figures  pr*#*nt«d  in  the  attached  financial  et*te«e 
are  true  «ftd  correct  to  the  beat  of  ay  knowledge. 


foaeph  A.  Celareao 
Preeident 
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AMERICAN  CAREER  TRAINING  CORPORATION 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1984 
(WITH  ACCOUNTANTS'  REVIEW  REPORT) 
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AHERICAN  CAREER  TRAINING  CORPORATION 
DECEMBER  3it  1984 
<SBE  ACCOUNTANTS'  REVIEW  REPORT) 


CONTENTS 


Pa&e 


Accountant*1  Review  Report 
Financial  Statements 
BaUnce  Sheet 

State»ent  of  Income  and  Retained  Earnings 
Statement  of  Change*  in  Financial  Po*ition 
Notei  to  Financial  Statements 


.320 


815 


PANNELL 

KERR 

FORSTER 

2441  HoUywoCXJ  Bovitv*t£3 


Board  of  Director*  and  Stockholder 
American  Career  Training  Corporation 


!  reviewed  th*  b«lif»c*  *&eet  of  Americsn  Career  Training  Corporation  as 

of  December  Ji,  J  984,  «nd  the  related  etstemeots  of  i.tcom*  and  retained 
earnings  and  changes  in  financial  position  for  the  twelve  months  then  end«d, 
in  accordance  with  atendards  established  by  the  American  Institute  of 
Certified  Public  accountants.  AH  information  included  in  these  financial 
statements  ia  the  representation  of  the  man«gement  of  American  Career  Trainini 
Corporation,  * 

A  review  consists  principally  of  inquiries  of  company  personnel  and  anelytical 
procedures  twlitd  to  financial  data.  It  is  substsntially  less  in  scope  than 
an  examination  in  accordance  with  generally  accepted  auditing  standards,  the 
objective  of  vhich  is  the  expression  of  an  opinion  regarding  the  financial 
statements  taken  as  a  whole.    Accordingly,  we  do  not  express  euch  an  opinion. 

Based  on  our  review,  wt  are  not  aware  of  any  material  modifications  that 
should  be  made  to  the  financial  statements  in  order  for  the*  to  be  in 
conformity  with  generally  accepted  accounting  principles. 
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AMERICA!!  CAJttE*  TRA1KIHC  COfcPOMTlOH 
lAtARC£  SNIE? 
DECEMBER  il,  i9S4 
(SEE  ACCOUtfTAtfTS*  REVIEW  IKFOKT) 


ASSETS 


Current  Aeeeti 

CM$h 

Accounts  rr  *iveble 
Prepaid  rent 

Tot  el  Current  Ateet* 

Fro-perty  «nd  Equipment,  *t  coat,  net  of  accumulated 
dcpreeieUon  of  S I  9, 0b 3  (Note*  J ,  2  end  3) 

Other  A«»tti 


5  1*,9*7 
n4i t42T 


45  7^  726 
27,SSi 


Total  A*»ett 


LIABILITIES  AND  STOCKHOLDER'S  EQUITY 


Current  Liatulitiee 
Account*  pey*bU 
Accrued  coeeei&eion* 
Payroll  texei 
Deferred  inco»e 
Deferred  income  trxe* 

Current  portion  of  loi>$-trr»  debt  (Note  3) 
Total  Current  Liabilities 

tori(|-TerK  Debt,  net  ot  current  portion  (Note  3) 

loan*  Fayeble  -  Officer*  (Note  4) 

Tot el  Liabilities 

Stockholder 1 «  Equity 

Common  ttock  -  &1.0G  per  val-ie,  i.OOO 

•here*  eutherited,  *»»ued  end  out «tendif\^ 
Retained  earning* 

Total  Stockholder'*  Equity 


$  12,646 
25,24* 
22,441"  v 
199,624  \ 
51,922. • 


2,4(17 
90,641 
414,751 


1,000 
73,303 


Total  Liabilities         Stockholder1 •  Equity 


$4S$,Q5» 


See  note*  to  financial  etateaenr* 
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AMERICA*  CAREER  TRASKtKG  CORPORATION 
STATEMENT  0*  JJtCOHE  A»t>  RETAINED  EARNINGS 
FOR  THE  TVELVE  WORTHS  ENDED  DECEMBER  )I ,  1984 
<SEE  ACCOUNTANTS'  REVIEW  REPORT) 


Revenue 

Training  fee*  (Note  t) 

Operating  E«pen*r* 

Pi*yrol  J 

Advert  i  k in% 

pottage  and  lupp! ipi 

Telephone 

Rew 

pr  inting 
Travel 

Payoti  tMltt 

Joaur-ner  -  grn^p 

Enter tainnent  and  pr3«£>t*on 

Depreriat ion 

Repair*  ao<4  wamtcnance 

Legal  and  accounting 

Clait  ttateriaU 

Utiiitiea 

Lictniei  and  per»nt» 
Contract  labor 
Other 
Interest 

Computet  Itaeing 
Total  Operating  Expenses 
!nco«*  From  Operation* 
Oth* i  tevenue 
Incot  Before  Income  Taxe* 

ProvUion  for  Income  Taxe*  -  Deferred  (Rote*  1  and  6) 
Rat  loco** 

Accumulated  (Deficit)  -  beginning 


m,74? 

144,272 
124,804 

27,700 

20,4  70 
i},**7 
1 2 1 1 >2 
10,479 
JO, 147 
9,103 

6,3a* 

6.205 
4,736 
3.788 
1,680 
3.370 
3,229 
1.079 
1.Q43 


638,03? 
1*0, $66 

1.600  v/' 
1*2,466 
51,922 


100,544 
C2M4!) 


Retained  Earnings  -  Ending 


S  72,303 


See  note*  to  financial  atateftent* 
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AHFKICAR  CAREER  TftA!MNC  CORPORATION 

statement  of  changes  :»  fiimkciai  position 

FOR  THE  TWELVE  NOKTHS  E»DED  DECEMBER  11,  198* 
{SEE  ACCOUNTANTS*  REVIEW  REPORT) 


Source  of  Fundi 
Fro*  s>p*retiv>n* 
Met  mco#e 

Add-     U»  not  effecting  working  capitil 
Depfec let ! on  (Note  I) 
Working  capital  provided  froas  operation* 
lncrea»e  in  officer*'  lo*n» 

Total  Fundi  provjierf 


$iO0/*44 

 *JOJ 

109,647 

I  SI  .0?? 


Application  of  Fund* 

Decrease  x«  lon$-ter»  debt 
Purche»e  of  property  and  rquip*»»nt 
Increase  in  otner  *«»rts 

Total  Funda  Applied 


8,971 
576 
10,304 


J«et  Increaae  *n  Working  Capital 


SUQ.773 


Changea  in  Component*  of  Working  Capital 
Increaie  in  current  aaieti 
C*ih 

Accounte  receivable 
Prepaid  rent 


166,  193 
3S5.255 


Decree**  in  current  liabilities 
Account*  parable 
Accrued  coa*ia»ion* 
Payroll  ta*e* 
Deferred  income 
Deferred  income  ta*e* 


7,394 
22*  733 
IS, 227 
14*, 2*6 

J±L1E 


Hat  Increaae  in  Working  Capital 


$140,721 


See  note*  to  financial  atateteente 
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AHERICAK  CAREER  T*AIM!«G  CORPORATION 
NOTES  TO  FlttAtfCm  STATEMENTS 
(SEE  ACCOUKTaKTS1  REV1E*  REPORT) 


l»    Summary  of  Significant  Accounting  Policies  and  Other  Information 

a)      Operation*  and  Other  Information 

The  Company  it  a  training  school  for  travel  agents,  and  ha*  an 
application  pending  with  the  Accrediting  Commission  of  the  National 
Hoa>e  Study  Council  for  accreditation  aa  an  American  Carter  Training 
Travel  School.     The  Company  operate*  on  a  Kay  32   fitcal  year-end, 

b>      Property  and  Equipment 

Property  and  equipment  it  *tated  at  cost  and  depreciated  under  the 
accelerated  co»t  recovery  system  over  five  year*. 

c)  Investment  Tax  and  Job*  Credit* 

The  Coapany  account*  for  it*  investment  tax  and  job*  credit*  under  the 
f low-through  method  » 

d)  Revenue  Recognition 

Training  fees  are  recognised  at  revenue  over  the  term  of  the  related 
program* 


2*    Property  and  Equipment 


Property  and  equipment  consist*  of  the  following: 

Computer  equipment  $  29,360 

Furniture  tnd  office  equipment  16,698 
Leasehold  improvements  S&6 

46,644 

Less:    Accumulated  depreciation  lfrf063 


S  27,581 


3.    Long-Term  Debt 


Long-term  debt  consist*  of  an  equipment  financing  note  payable  in  monthly 
inatftllmente  of  $900  including  intereet  at  20.42  percent;  secured  by 
computer  equipment.  The  total  principal  balance  remaining  at  December  31 , 
1964  la  $9,7*7  due  in  196S  and  $2t447  due  in  i*S6» 
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AMERICAN  CAR££>  THAHflUC  CORPORATION 
ROTES  TO  FIKAKClAi  STATEHEHTS  (COHTIWUED) 
( SEE  ACCOUNTANTS1  REVIEW  IE PORT) 


6. 


Legne  Payable  -  Officer* 

toan*  piyaMe  to  officer*  are  unsecured  and  non-intereet  bearing,  with  no 
definite  term*  of  rt payment . 


The  Company  he*  entered  into  an  operating  lease  for  computer  equipment , 
expiring  in  1987,  Future  iiniio*i  rental  payment*  required  on  the  lea»e 
are  Si t 183  in  $1,183  in  1986  and  $394  in  1987. 

The  Company  el*o  leeaet  office  and  claaaroom  apace  under  leaeet  thet  are 
for  term*  not  in  exce**  of  one  year* 


Income  Tax** 


Deferred  text*  ariae  from  the  uae  of  the  accrual  method  of  accounting  for 
book  purpoeee  and  the  ca*h  baa  it  for  tax  purpoaee.  The  proviaion  ia 
compriaed  aa  follow*: 

Federal  Income  T*x«*  $49,921 

State  Income  Taxee  7,37  7 

Investment  Tax  Credit  (4,664) 

Job*  Credit  (71?) 


The  Company  he*  net  operating  loaa  carryforward*  of  $54,000,  of  which 
$35,000  expiree  in  1998  and  $19,000  expiree  in  1999. 


Leaaea 


$51.92? 
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•j   FfH  »        i3*i?  raon  **C  XH  «W  DC 


N 


A  T  t  O  N  A  I     MOMI    ITU0T  COUNCtl 


Oft*  *i  *»  I*****  DhM> 


January  29,  198* 


Stilts  Ptfttffltftf  Stfcco«*ffi*t 
en  kftsiigittofts 

OHit$T#  l.(Pr.,  


Hr.  Josef*  A.  Caltreso,  President 
ikwiun  Career  Trainino,  Travel  ScJwol 
♦699  Morth  federal  8f»hwa» 
tapftno  Mech,  a  53064 

d*at  *kx: 

Here  is  the  ad  we  discussed  fro*  the  January  27th  Kathtnqtott  Post, 
the  ■VK.p."  for  a  city  is  not  to©  clew,  atvd  we  know  yoSTTI  *eftt 
It. 

Also,  hare  are       policy  statements  or»  residtnt  tratntng  sitts. 
call  if  you  have  any  Question!* 

Tht  Accrediting  Cow* »l Ion  records  indicate  that  the  only  Secretariat  cows* 
it  has  accredited  it  t  *p«rt"  correspondence  course  -  ****  ™  Ti^^iu^w-i 
trtinin*,    Tow  will  went  to  remedy  tM*  by  requesting  specific  course  tpp^ovti 
end  arrsngircy  for  en  eft-sit*  review. 

J  look  forward  to  seeins  y<w  in  California. 

Sincerely  yours. 


Note 
to  change 

please 


Ktchtet  P.  Unocrt 
Associate  Director 


br 

U>Clo»ur 


•  fXKSECtftAaV 
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4& 


MOM  f««C  IN  HRSH  DC 


y^CCREDmNO  COMMISSION 


J*mwry  11,  1969 


Uft  4 


0»rtpt  KOPUS 


hY.  Joseen  A,  Calareso,  President 
African  Career  Training  Corporation 
4SW  ttorth  Federal  Ktjhway 
taepano  Beach,  ft  23064 

Deer  Joe: 

The  Accrediting  Cosnistion  of  the  National  Ko«e  Study 
Council  set  January  4-7,  1189  and  af ft  need  the  approval 
of  the  following  resident  training  cite  for  the  Hart 
School  for  Professional  Secretaries: 

Secretarial  Training  Site 
Vantage  Point  Office  Center 
4699  Itarth  federal  Highway 
Poftpano  Beach,  Florida  33004 

You  hive  received  end  responded  to  the  thai  man's 
Report.   Please  continue  to  keep  the  Oocvissfon  posted 
on  your  plans*  and  let  us  know  how  we  my  help. 

Congratulations  on  the  approval  of  your  new  secretarial 
training  site. 


Sincerely  yours* 


ccs    Dr.  Hester  U  Turner 
Joseph  C,  Itman,  Esq. 


Tk*  NtmwmMj  *cf«tKt*4  ngmry  for  ham*  u*4y  tcktak 
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ACT 
SCKOCH. 


THE 
HART 
SCHOOL 


*e* 


American  Career  Training  Corporation 


Auguer  U,  1989 


Accrediting  Coeevieelon 
KetiotMl  Iom  Study  Council 
1601  itth  Street 
Wftthin&ton,  B.C.  20009 

Arrnt    Elieebeth  M.  Iocm 

r*i    The  Rart  School  For  Frofeeeioael  Secreted**  Site  Approve! 
I>«er  8*t»y, 

J*r  your  requeet,  thU  letter  will  conilne  «y  receipt  of  the 
Cneineen'f  Report  perteinlng,  to  the  captioned  setter.  In  reepooae. 
t  u  1q  generel  agreement  with  the  Co— It  tee' e  finding*  and,  aott 
import At\t\y ,  would  like,  once  egela*  to  expreea  my  eppreciatiAn 
for  everyone**  invttveewnt  aa4  ceaelderetioa  •  Tbeie  ere,  howei  » 
««ver*l  **tt«re  ee*  r.?rth  la  the  iubject  tepo«  which*  X  helieve, 
neea  to  he  clarified  and  M4e  e  part  thereof. 

Inicielly,  ee  to  the  written  Jeaea  agreement*  it  1*  unclear 
es  to  whether  the  Ctielrmeo  received  e  copy  of  the  entire  document  t 
including  ell  *4denduau>.    Our  record*  reflect  that  e  coaplee*  copy 
vee  forwarded;  however,  it  evpeere  that  the  main  leaee  sey  have 
been  inadvertently  omitted  end  only  the  addendum  to  the  leaee 
were  received.    Holloaed,  therefore*  you  will  find  e  complete 
Ueee  agreement  for  your  recorde.    In  connection  with  the  leaee 
Or*,  he  eeeured  that  ovr  corporete  counael  te  In  the  proceee  ot 
finalising  e  new  five  (5)  year,  leaee  egrecewmt  between  Calereeo 
Keel  Eetete  fartoerthlp*  ee  l***or>  end  America*  Cereer  T saining 
Corpora  Jon,  ee  leeeee,  for  the  training  eite.    Once  completed.  I 
will  gledly  forward  e  copy  to  you  for  your  recorde.    In  addition, 
I  heve  1U0  enclosed  e  copy  of  the  warranty  deed  wherein  Caleteeo 
i^al  fetate  ?ertneruhip  acquired  title  to  the  eub^ect  complex  fro* 
fir,  end  Kre.  Redd  d^b/a  Eldorado  Fropertiee. 

An  to  th>  content  of  leeeone  /  and  9  oi  the  home  study  portion 
of  the  program^  wore  particularly*  the  materiel  relating  to  the 
ereee  of  record  **ne*«m*at  aad  bualnees  correspondence*  the  euggeeticae 
regarding  incorporation  of  the  Indexing  rule*  of  the  Association  of 
Recorde  Manager e  and  Admlai* tea  tore  hae  bean  hr  ought  to  the  attention 
of  both  the  Keeident  Training,  instructor*  and  writere/editor*  in  our 
pr ogree  development  departwant  for  approprlete  cone ide ration. 


eee  nortk  Ft  diral  niChwav  »Ompaho  icaCh  FkOfttOa  **oe*  dolt  *a*  see 


BEST  COPY  AVAILABLE 
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Ftf*  ??  rcw  nM9  rs?orj  f*fsc  in  dc 


travel 

SCHOOL 


THE 
HART 
SCHOOL 


i  m  * 


American  Career  TrainincXorporation 


Pithily,  in  ctmnactlon  with  the  actual  training  of  tb»  »tudant 
whlU  »t  our  facility*  thi»  vlll  cooUra  that  not  only  ha*  provialea 
fcaen  b*4*  for  c«*pttttcy  tmlftf  in  tba  aras  of  tpttdvrittsu; 
alto  •  typ«vrit«r  haa  bean  plact4  to  tacb  room  mtttltmfd  with  our 
oparatioo*  boutinf  *m4»ata  attending  the  Hart  School* 

Hopefully  you  will  find  thli  r«»po»»«  to  be  both  c  cap let «  and 
«u>riaf ecrory.    in  tha  *v«ot  yoo  have  any  questional  nleaee  do  not 
Hesitate  to  contact  »e. 

Thank  you  for  your  aaeietence.  s\ 


MC/bsb 
EnoloRurr 
PKTtfRAL  FJCMttSS 


see  nqhtm  fcdc*al  highway,  spmpakq  ceaCh  rtOmPA  »*oe<  doM  »4#  »p» 
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».FtB  22  '98  »3H9  FROM  (♦SCTtHUHWWB 


EXAWIjS32  COHKITTRH  CHAIRMAN'S  REPORT 
OK  THS  EXAMINATION  OF 

THB  HART  SCHOOL  FOR  PROCESS  IOSAL  SECRETARIES 
(A  Division  of  A.0»T  Travel  School) 
Vantage  Point  Office  Center 
4699  North  Federal  Highway 
Pompano  Beach,  Florida  33064 


Visitation  Data 
21  July  1988 


Submitted  By 
Gerald  0*  Allen 


CONFIDENTIAL 
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rrs  a  'w  'tnit  mm  wk'ih  mm  vc  f>.rs\+ 


Page  2 


BXPLAKATIQK  0?  REPORT  FORMAT 


In  view  of  thr  scope  of  the  evaluation  of  a  training  site 
not  yet  in  operation  for  the  student*  of  a  combination 
home  study/resident  program,  this  Chainnan's  Kepcrt  will 
consist  of; 

1,  A  narrative  listing  of  observations  and  findings 
relating  primarily  to  the  subjects  covered  by  the 
Commission  fs  Procedures  for  the  Approval  of  Resi- 
dent Training  Sites. 

?.  Items  presented  in  cement  form  by  members  of  the 
examining  team. 

5»  The  Bvaluator's  Sating  Fona  (Commission  Document 
3-1*1)  prepared  by  the  Chairman. 

It  is  hoped  that  this  format  will  reduce  redundancy  in  the 
report  and  make  it  more  meaningful  to  both  the  Commission 
and  the  staff  of  the  subject  school. 


333 
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Page  4 


1.  with  the  training  Sit*  Beport,  the  school  submitted  a 
copy  of  a  lease  covering  a  period  of  three  years  ending 
July  31,  1988*  Furthermore,  the  designated  lessor  no 
longer  owned  the  site  in  question.  At  the  time  of  the 
on-site  examination  the  school  was  not  able  to  provide 
the  team  with  either  evidence  of  the  change  of  ownership 
or  a  new  lease  running  from  August  1,  1988,  A  few  days 
later  the  school  furnished  the  Team  Chairman  with  a  docu- 
ment entitled  "Addendum  Lease**  indicating  the  lessor  to 
be  Calareeo  Heal  Estate  Partnership  and  the  lessor  to  be 
American  Career  Training  Corp.  This  "addendum**  does  not 
specifically  state  to  what  it  refers  (other  than  an  add- 
ress for  the  property)  and  it  obligates  the  parties  tS* 
only  one  month  on  a  month  to  month  basis*  While  it  can 
be  assumed  that  the  document  refers  to  the  original  lease 
(which  expired  7/'5l/88)r  that  point  should  be  clarified* 

In  addition,  one  of  the  primary  concerns  involved  with 
site  locations  is  the  stability  of  the  operation.  A 
montn  to  month  tennancy  does  not  appear  to  assure  the 
requirement  of  stability*  It  Im  reconjmended  that  a  new 
lease  bo  pr&par&d  which  sets  forth  all  of  the  rights  and 
obligations  of  both  the  lessor  and  the  lessee  and  for  a 
realistic  tern  which  reflects  stability  and  continuity. 

Finally  on  this  subject ♦  the  school  has  submitted  a 
document  dated  January  14.  1988  whicn  purports  to  assign 
the  original  lease  (which  expired  on  7/31/8S)  to  Calareeo 
Real  Estate  Partnership.  There  appears  to  be  no  evidence 
to  support  the  transfer  of  ownership  of  the  property  to 
Cal&reso  Real  Estate  Partnership.  Thus,  since  the  original 
lease  expired  on  7/31/83,  the  assignment  of  the  lease 
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also  terminated  on  that  date.  And,  since  the  "Addendum 
Lease*  la  net  support  ad  by  any  evidence  establishing  a 
change  of  ownership  from  the  original  owners  to  Calartso 
Rtal  Estate  Partnership,  there  does  not,  on  the  record, 
appear  to  be  any  legal  lease  after  7/21/86/ 

2.  Subsequent  to  the  original  approval  of  the  Hart  School 
for  a  hone  study  program  in  secretarial  skills,  the 
school  waa  given  "interim  approval"  for  a  combination 
hone  study/resident  program  in  this  subject  area*  fhis 
is  reflected  by; 

a.  The  1988-89  IStSC  Directory  of  Accredited  Schools 

b.  The  Hart  School  Catalog  dated  January  1,  1988 

c.  ttiecelauaeous  media  advertising 

d»  Enrollment  Agreement  for  dated  4/8S« 
Advertising  and  promotional  materials  appear  to  be  in 
compliance  with  Commission  Standards. 

3*  Lessons  7  and  9  of  the  home  study  materials  do  not  reflect 
current  practices  in  the  areas  of  record  management  and 
business  correspondence.  It  is  recommended  that  the  in- 
dexing rules  of  the  Association  of  Records  Mangers  and 
Administrators  be  given  special  coverage  in  the  home 
study  material*  and  reinforced  during  the  resident  phase. 
In  the  area  of  typing  training,  the  school  recognises 
that  not  all  students  will  arrive  at  the  resident  phase 
with  equal  (or  even  minimal)  skills.  In  addition  to  the 
remedial  attention  planned  for  less  skilled  students,  it 
is  suggested  that  the  school  provide  at  least  one  type- 
writer at  each  of  housing  units  for  out-of -class  prac- 
tice •> 

5-  2here  appears  to  be  no  provisions  for  competency  teat**- 
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ing  in  th*  area  of  apeadvriting.  It  vould  se«n  that  if 
training  is  offered  in  this  subject  (and  it  la),  than 
thara  ehould  ba  arrafeaents  for  tasting  on  the  baaia  of 
ao  aany  words  par  minute.  As  in  tha  area  of  typing,  pro-* 
spective  enployere  are  vary  much  intaraatad  in  am  objac- 
tive  measurement  of  both  speed  and  accuracy. 

6.  Tha  Director  of  Education  and  the  Instruction  Staff  appear 
to  have  excellent  qualifications  for  the  work  they  are  and 
will  be  perforating* 

7.  The  school  has  developed  a  good  resident  Program  of  In- 
struction and  good  inatruetor/atudent  ratios  are  pro- 
jected. 

6.  The  physical  facilities  (site*  equipment,  etc.)  are  ex- 
cellent. The  achool  has  purchased  all  of  the  equipment 
necessary  to  support  its  Program  of  Inotruction  and  the 
projected  student  load. 

3-  Adequate  insurnace  coverage  has  oeen  provided  and  state 
and  local  occupancy  and  use  permit  a  have  been  secured.  The 
representative  of  the  State  of  Florida  education  regula- 
tory agency  indicate  complete  satisfaction  with  the  oper- 
ations of  both  the  hart  School  and  its  parent  company. 

10*  r!eals  and  lodging  are  th^  responsibility  of  the  atudunt. 
Ilovcver,  excellent  facilities  for  housing  are  ovned  by 
the  CalaresD  Heal  Estate  Partners  &Jid  students  c*ayf  If 
tney  ko  chrosv,  use  these  facilities  at  their  own  ex- 
^.ense,  ?h*.'  school  provides  i>eo  transportation  to  and 
fron  the  ttcbooi. 

1 1 4  t\ ~r ungeisfc  n t ft  )  ^  s  *.-t;      l-  n  I'sr  lc  t  h  £  t     £  n  t  c  r.  ur. n e  1  - 
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*   ing  and  job  placement  us  is  time*. 

12*  Financial  aid  i»  available  to  qualified  students  and 
personnel  in  the  school's  companion  institution  (Amsri- 
oan  Career  Trawl  Training  School }  fineeial  aid  depart- 
aent  will  also  serve  students  of  the  Hart  School,  In  a 
similar  joint  utilisation  of  administrative  services, 
all  student  records  (both  home  study  and  resident)  will 
be  maintained  by  ACCTS  staff. 


Respectfully  submitted, 


Gerald  0.  Allen 
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CHICK  LIST  FOR  IV  ALU  ATOM  OK 
COMBINATION  BOMB  »TCDY- IUSI0INT  PROGRAMS 

ThUiiaa^slotatlpkWi^lCOO^ 

™*a/w.  c!»<*  IS*  U  to  bs  uiM  to  pr^aring  writtsn  commit*  Z^Z^Llw- 
attaonod  to  tha  arslustor'a  raport  to  tha  Accra*!** Oom^wloo.  Any  sxpisn* 
tory  QQflWSttta  Should  b«  ttttohad  to  thU  fori*. 


t.  Agwttrtgj  *«4  Promotion 

I    Do  all  ads  and  ethar  promotional  jvatariala  stata 
el— r|y  that  both  how  study  and  rasjdtnt  training 
araofiarad?  tunftJM»«^»^^u»<1*r*tfod'*  y 
abk^  a*a*aa^  raadsr.  «Corr.-»«»Tmr.,l*»  K 
unacosptabia.)   


TBS  MO 


Dp  all  ad*  U»t  full  naaa  of  school  and  location  f 
of  haesa  school  haado^artara*   


Do  all  ada  olaarty  tndloata  that  training  —  not 

•*plofraant  -  U  bain*  offoptdt  ■  

Do  ada  or  Btaratura  »voj£  mantion  of  tha  avail- 
ability of  fodtrol  aid  as  *  primary  inducamant  v 
for  anrolhaant?  ~ 


% .  poaa  tha  top  school  manag«mant  hav#  an  offactiva 
syatata  ft*  approving  all  ada  and  promotional 
matariala  und  by  aalaaman  p^to  th&naaT 

ft.  Ha*  tftoh  aaiaaraan  signs*  o  written  aapioymant 
•imiotnt  which  ia  on  fUa  at  tha  achoolt 

7.  Doaa  tha  achool  provide  tach  aaiaama*  with  *  bona 
fid*  training  program  which  tncludaa  corarag*  of 
WHSC  Buatnaaa  Standards  and  Coda  of  gthica  for 
gala*  lUpraaantativaat 

0.  Will  tha  «ohool  aco*pt  a  studant  CAncaliaiion  what 
•var  tha  mannar  of  notification? 
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f.  Art  rafljpds  mads  witboct  ths  nequtoewMM  tear 
On  Busiest  to-  fUUdT^M&l  oot*ditioae  such  s* 
the  return  of  kit*  *  tooU  or  materielst   

10.  Am  tfre  tuition  priest  to  bane  study  tad  rstidsnt 

contract?  »^ 

U.  It  the  tuition  fieir ly  distributed  for  ••oh  portico 

of  the  course?   

C.  Course  Structure  tflj  Metsrials 

1.  Art  studsntt  tnroiied  in  both  phases  erf  training  / 
at  the  same  time?  _ 

I.  Dot*  s  substantial  hosm  study  phase  prsosde  the 

nttdant  phas*  sad  must  it  be  suooaisniily  oora~  / 
pitted  bsfbrf  the  student  csn  entsr  ths  rsoidsnt  pnese?  

I.  Doss  ths  home  study  mstsrlsl  provide  meaningful 

infer  mstt  on  nscssaary  for  ths  achievement  of  ^ 
ths  course  objective?   

«.  is  ths  horns  study  portion  s  bons  &d#  oorres- 

pondenoe  study  program  which  students  f 
oust  study  st  *  distance  from  ths  school?  L_ 


Doss  ths  school  adequately  •oort,  svsJusts  P 
commant  on  and  return  to  studsnte  all  rr* 
quired  home  study  lesson  submissions? 


t«  Doss  the  school  hsvs  sn  orgsniKed  end  tffectivt 

ry*rsm  to  provide  en oour element  to  students  J 
to  bsfin.  continue  end  complete  the  course?   


? .  Is  the  program  orgsnited  to  preclude  the  study . 
*uhraU»{on  or  svslustion  of  home  study  isesons 
whit*  the  student  is  it  ths  tchool  or  when  the 
student  is  in  the  resident  phase  of  the  training ? 

I.  Does  the  resident  training  svoid  unnecessary 
duplication  of  ths  ho  cat  study  material? 


/ 


Are  rssidsnt  instructors  fusilier  with  ths  content  y 
and  scope  of  ths  house  study  courts?  ...  . 
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1..  Dor****** t^tr^!^r^°^^hTW>d 
uea  of  ~  the  atwdattta'  hoMstodf  . 

7g*6~*»  raoorde?  Aff  hoa*  *tudy  reoorde 

r^^iatd  by  ractdej*  program  toetructo*e  ^  ^  

at  they  U«cn  end  o*maet  itudenta*  —  — 

m,  wfrft  do  The  atudwti  Say? 

M  o*  i**ma*on  obtain*  to  inters *  «  tha  training  ^y,&*±  & 

i.  *tj  the  Wtial  atudent  contact  made  In  aoc*rdano»  fff1^ 
»Ub  Standarda?  (Hot In an  un*»ployTO«»t  or  f_r*  v  *~ 

w  atfere  office  Una  tor  a xample . )    * 

Whan  they  war*  enrolled  did  student*  clearly 
understand  that: 

(1)  they  were  enrolling;  in  a  combination  

oouree?  " " 

C*>  they  had  to  complete  home  study  loaaoni 

prior  to  attending  reeidant  training*    ~ ~ 

t.  Did  the  training  program  reoeived  by 

agree  with  their  undertfending  of  tba  fU^nU 

made  by  aalaa  repreeentetiveeT  - 

4.  K  tha  etudant  reoeived  a  ftderei  loan,  did  tba 

f mdant  understand  that  it  ie  an  obligation  _ 
that  muet  ba  repaid*  -  -       ~"  " 

Are  itudanta  aatiafiad  with  tha  training  and  ^  

instructional  aervicos  they  received?  --  ■■  — 
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FLORIDA  DEPARTMENT  OF  EDUCATION 
Betty  Castor 


CornmlMtaner  of  Education 


September  22,  1987 

Mr,  Joseph  a.  Calareao 

American  Career  Training  Travel  School 

4699  north  Federal  Highway 

Suite  106 

Pompano  Beach,  Florida  33064 


REt       COURSE (S) -ADDITI0NS/DELETIONS/AMENDMEKT5 


Dear  Hi.  Calareso: 

The  state  Board  meeting  in  regular  session  on  September  18,  1987 
approved  your  request  for  the  following 5 


The  Bart  School  for  Professional  Secretaries  - 
Professional  secretarial  Training  -  400  Hours 


Florida  Administrative  Code  Rule  6F-2.005  states  that  when  a 
school  adds,  deletes  or  amends  a  course  or  program,  it  shall 
publish  a  revised  catalog  or  publish  a  printed  supplement  to  be 
physically  attached  to  the  catalog. 

Best  wishes  in  the  continued  growth  of  your  school. 

Sincerely, 


Samuel  I*.  Ferguson 
Executive  Director 

State  Board  of  Independent  Postsecondary 
Vocational,  Technical,  Trade  and  Business 
Schools 

SLF;rw 


.  Florida  32399 
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/l  CCREDITING  COMMISSION 


June  11.  1967 


national  homK  studt  council 
tfTH fTWtT. N  W  •  WAMWGTON. t>C  MOO** 


MLUMML  MMOHT 
MEMJCW* 


Kr,  Joseph  A,  Calareso,  President 
A.C.T.  Travel  School 
«$99  North  Federal  Highway 
Po^»no  Beech,  Fl  32064 

tear  Mr.  Calareso: 

The  Accrediting  Coanf ssfon  of  the  National  Home  Study 
Cou.ictt  aet  on  June  S-6»  1987  and  it  is  a  pleasure  to 
advise  you  that  it  has  confirmed  the  approval  of  the 
Hart  School  for  Professional  Secretaries'  new  Secre- 
tarial course. 

Ke  Join  with  the  Barters  of  the  Accrediting  Cowission 
in  extending  our  congratulations  tnd  best  wishes  for 
your  success  with  this  new  prograa. 

we  look  forward  to  receiving  a  copy  of  the  final  edition 
of  the  Secretarial  course  when  it  is  available. 

Sincerely  your 


pours. 


m\\m  A.  Fowler 
br 


cc:   Dr.  Hester  I.  Turner 
Joseph  C,  Ltaaan,  Esq. 


The  ruiianatt*  rrotfnirrJ  Uit*t'dtti\t  f%*  httn*  Mud*  ^  tu*4.\ 
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K>>H'H  A.  UIAHM',  fKKMW.WT  Rlt'IMKAK 

Or',   <i«u  »/•*■! 
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EDUCATION  MANAGEMENT  CORPORATION  FEB  2  f  1990 


I        Ct*9*  Opttrng  Off*** 


David  B «.  Buckley 
Investigator 
Permanent  Subcommittee  on  Invest  icy; 
Senate  Committee  on  Governmental  Aild.iS 
100  SROB 

Washington,  DC  20*10-6262 


Febiuaty  23,  1990 

Senate  Permanent  Subcommittee 
on  Investigations 

EXHIBIT  * .  is.  


Dear  Mr.  Buckley: 

J  w«8  glad  to  have  the  opportunity  to  speak  with  you  toJ«Y-     1  Know 
you,  Miss  Hill.   Senator  Nunn  and  others  on  his  staff  «e  deeplj 
concerned  about  education  issues,  and  so  are  we.    We  t«el 
try  to  make  a  difference  in  the  way  non-tradit lonal  education  is 
perceived  in  Washington ■ 

The  Art  Institutes  comprise  13,000  students  trra  all  50  states  ana 
ir^alflU  countries,   in  associate  and  baccalaureate  degree 
programs  in  commercial  art,  interior  design,  Photography;  and  xn 
?raini£g  for  the  retailing,  music  and  video  industries.    We  employ 
1,700  faculty  and  staff  who,  through. an  ESOP,  own  part  of  the 
Company.    Our  schools  -  the  Art  Institutes  of  Atlanta,  P*"3*' 
Houston,  Port  Lauderdale,  Philadelphia,  ^"sburgh    Rattle  and  the 
Colorado  Institute  of  Art  in  Denver  -  are  the  foremost  P™"**™  f 
commercial  artists  in  America.     Approximately  90%  of  our  graduates 
obtain  employment  in  the  fields  for  which  they  have  Ken  trained. 
We  have  more  than  $100  million  committed  to  facilities  ana 
equipment  to  support  our  educational  programs. 

There  is  concern  over  the  level  of  student  loan  defaults,  but  U  is 
an  Issue  not  well  understood  and,  at  the  heart,  the  problem  is  the 
balance  between  grant  and  loan  xunds.     There  also  •» 
concerning  institutional  eligibility  and  accrediting  standards. 

The  loan  default  rates  among  the  students  at  The  Art  I^itutee  are 
relatively  low,  but  we  are  concerned  that  because  our  schools  are 
privately  owned  and  privately  financed,  we  may  be  subject  to  dis- 
crimination in  the  legislative  or  regulatory  process. 


JOOftffttMAVfcNtM         •        Hll«»«»«*«        •        MIM^.IVKNUHVW        ■  O«.O0 
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David  B.  Buckley 
February  26 ,  1990 
Page  two 


As  you  know,  some  members  of  the  traditional  academic  community 
would  like  to  see  the  financing  tor  students  attending  vocational 
education  programs  come  from  the  Department  of  Labor ,  as  opposed  to 
existing  Title  IV  funds.     We  think  that  would  be  a  terrible  mistake 
and  would  reverse  a  policy  of  equal  access  to  financial  aid  on  the 
part  of  students  regardless  of  which  accredited  educational  insti- 
tution is  chosen.    We  care  about  the  success  of  our  graduates  as 
much  as,  or  more  than,  those  at  any  other  educational  institution; 
and  as  our  students  are  with  us  for  effectively  three  academic 
years,  our  faculty  and  staff  impart  a  great  deal  of  life  skills  as 
well  as  job  and  technical  skills. 

Enclosed  is  a  copy  of  testimony  Robert  B.  Knutson,  our  Chairman, 
presented  at  the  U.S.  Department  of  Education's  hearings  on 
Reauthorization  of  the  Higher  Education  Act  of  1965,  as  well  as  a 
notebook  containing  our  Response  comprising  44  recommendations  for 
changes  to  Title  iv  programs.     X  hope  you  have  the  opportunity  to 
consider  our  proposals  and  include  them  in  the  record  of  the  hear- 
ings now  being  conducted  by  the  Committee  on  Government  Affairs, 
Permanent  Subcommittee  on  Investigations. 

Most  observers  consider  The  Art  Institutes  to  be  one  of  the  leading 
organisations  in  the  private  sector.    W*  are  concerned  that  the 
right  regulatory  and  legislative  decisions  arc  made  in  the  inter- 
ests of  all  concerned. 

Bob  Knutson  and  I  look  forward  to  working  with  yoi*,  Miss  Hill  and 
Senator  Nunn  in  the  coming  months,     I  hope  you  accept  my  invitation 
to  visit  one  or  all  of  The  Art  Institutes.     I  shal!  call  you  in 
mid-March,  after  you  have  had  a  chance  to  review  our  materials,  to 
arrange  a  meeting.     if  you  should  have  any  questions  or  need 
additional  information,  please  call. 


Sincerely  yours, 
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PRESENTATION 
90  TBS 

U.S.  DEPARTMENT  ©F  E DUCAT I OK 

REAUTBORX SATXQN  OT  THE 
8IOBEA  EDUCATION  ACT  OF  1965 

VASBXNOTON,  D.C. 
NOVEMBER  20,  1989 


ROBERT  B.  KNUTSON 
CHAIRMAN  AND  CBXEP  SWCUTXVE  W"CER 
EDUCATION  MANAGEMENT  CORPORATION 
300  SIXTH  AVENUE,  SUITE  BOO 
PITTSBURGH,  PENNSYLVANIA  15222 
(4X2)  562-0900 
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Good  morning.    I  am  Robert  Knutson,  chairman  and  Chief  Executive 
Officer  of  Education  Management  Corporation,  headquartered  in 
Pittsburgh,  Pennsylvania. 

Here  today  also  are  Miryam  Drucker,  President  and  Chief  Operat- 
ing Officer,  and  Ellen  Blackmun,  Vice  President  and  Director  of 
Student  Financial  Aid  Administration* 

Education  Management  Corporation  is  the  parent  organization  of 
The  Art  Institutes  -  a  nationwide  group  of  schools  with  approxi- 
mately 12,000  students. 

The  eight  Art  Institutes  are  located  in  Pittsburgh,  Philadel- 
phia, Atlanta,  Fort  Lauderdale,  Denver,  Houston,  Dallas  and 
Seattle. 

1  have  spent  almost  twenty  years  in  the  field  of  private 
vocational  education. 

I  am  here  this  morning  to  express  my  views  regarding  the  criti- 
cal issues  facing  the  Department  of  Education,  the  Congress,  tne 
higher  education  community,  and  the  nation,  in  the  upcoming 
Reauthorization  of  the  Higher  Education  Act. 

Mr.  Secretary,  1  donft  believe  it  is  your  intent  or  desire  to 
remove  hundreds  of  thousands  of  students  from  eligibility  for 
Title  IV  programs  -  those  students  who  attend  privately 
financed,  tax-paying  educational  institutions  which  offer 
specialized  vocational  training  programs. 

Vet  I'm  sure  you  can  understand  my  concern  when  I  first  read  the 
announcement  of  these  hearings  and  saw  the  accusatory  questions 
regarding  the  proprietary  sector  and,  in  stark  contrast,  the 
supportive  questions  regarding  community  and  junior  colleges. 

I  believe  in  our  community  and  junior  college  system,  it  serves 
a  vital  function  in  our  society. 

I  also  believe  the  United  states  should  continue  to  be  an 
economic  democracy,  with  freedom  of  choice  and  equal  access  to 
education,  for  all  -  regardless  of  whether  one  chooses  to  become 
an  anthropologist,  or  a  nurse *s  aide. 

Regardless,  also,  of  whether  the  institution  providing  that 
training  is  supported  by  public  monies,  or  whether  it  pays  taxes 
on  the  difference  between  its  revenues  and  its  expenses. 

The  income  tax  status  of  a  school  does  not  determine  how  much  an 
instructor  or  a  professor  cares  about  teaching,  or  about  stu- 
dents and  their  success. 
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Because  I  know  that  proprietary  schools  are  currently  ^under- 
stood, I  am  committed  to  working  with  you,  Mr.  Secretary,  and 
with  the  Congress,  to  return  complete  integrity  to  the  admin- 
istration of  financial  aid  programs  in  higher  education  - 
especially  in  private  career  schools.    The  solution  lies  not  in 
treating  our  sector  as  a  monolith,  but  in  removing  certain 
schools?  and  modifying  those  federal  policies  which  contribute 
to  the  likelihood  of  student  loan  defaults. 

We  are  submitting  today  written  testimony  which  provides  a  com- 
prehensive set  of  44  recommendations  designed  to  - 

1.  Improve  financial  aid  administration  and  the  delivery 
of  aid  to  students 

2.  Reduce  the  dependence  on  loans  of  academically  "at 
risk"  and  low  income  students,  and 

3.  Reduce  or  eliminate  the  access  of  certain  types  of 
students  to  debt-oriented  financing. 

1  will  restrict  my  remarks  today  to  two  observations,  but  first 
allow  me  to  say  a  few  words  about  my  organization  so  that  you 
can  place  our  comn-.ents  in  perspective. 

Together  The  Art  institutes  are  the  country's  largest  single 
source  of  commercial  artists,  and  are  also  major  trainers  of 
interior  designers,  photographers  and  personnel  for  the 
retailing  industry,  and  for  the  music  and  video  industries. 

Students  at  The  Art  Institutes  come  from  all  50  states  and  from 
45  foreign  countries,    Many  of  our  new  students  already  have 
receive(i  college  level  experience  at  another  institution. 

Most  programs  are  the  e<iuivalent  of  three  academic  years  long 
and  culminate  in  the  award  of  an  associate  degree. 

Our  students  cover  the  entire  spectrum  from  high  income  to  low 
income,  but  on  average,  middle  income  America,    we  impart  tech- 
nical skills,  job  skills  and  life  skills. 

We  employ  more  than  1,600  faculty  and  staff  memb ers.    They  share 
ownership  in  the  company  through  an  Employee  Stock  Ownership 
Plan. 

The  eight  Art  Institutes  Lave  been  in  operation  for  an  average 
of  32  years  each,    we  have  more  than  $90  million  in  capital 
committed  to  our  facilities  and  equipment. 
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According  to  the  cohort  rate  calculations  utilised  by  the  De- 
partment for  fiscal  year  1987,  the  loan  default  rates  for  our 
students  for  that  year  averaged  less  than  community  colleges 
nationally.    Of  course  our  tuition  rates,  and  therefore  student 
loan  amounts ,  are  substantially  higher  than  the  community 
colleges  because  we  do  not  receive  public  funding  for  our 
facilities,  equipment  and  operating  expenses. 

In  the  management  of  student  financial  aid,  each  of  the  Art  In- 
stitutes employs  between  7  and  13  people.    We  carefully  counsel 
and  budget  our  students.    We  also  cause  most  of  them  to  obtain 
part  time  jobs  to  help  finance  their  education. 

The  Art  Institutes1  Employment  Assistance  offices  maintain  a 
mailing  list  of  more  than  30,000  employers.    We  have  more  than 
^0,000  alumni. 

The  business  philosophy  of  my  Company  is  very  simple  -  every- 
thing we  do  must  be  based  upon: 

-  quality  service  to  our  students; 

-  development,  growth,  involvement  and  recognition  of  our 
employees ; 

-  and  sound  economic  principles. 

We  impart  quality,  intensive,  specialized  education  that  works. 


The  two  observations  I  would  like  to  make  this  morning  in  the 
limited  time  that  we  have  are  as  follows; 

First,  there  must  be  more  grant  aid  for  low  income  students. 

I  agree  with  the  President  of  Morris  Brown  College,  where  the 
Atlanta  hearings  were  held,  when  he  said,  "Let's  put  education 
on  the  same  plane  as  a  trip  to  Mars  or  an  SfcX*  rescue*" 

In  the  f irjst  year  of  full  federal  funding  of  the  BEOG  student 
grant  program  in  1975,  the  maximum  grant  per  year  was  $1,400. 
Assuming  that  educational  costs  have  increased  by  an  average  of 
a%  per  year  over  the  past,  14  years,  the  Pell  grant  today  should 
be  more  than  $4,000.    Instead,  it  is  12,300. 

Bow  can  anyone  expect  that  when  loans  are  substituted  for  grants 
there  will  be  any  different  result  than  an  increase  in  loan 
defaults. 
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And  I  need  to  make  a  point  that  is  continually  missed  in  cover- 
age of  student  loan  defaults  in  the  media  and  on  Capitol  Hill: 

Student  loans  are  mandated  by  law  to  be  awarded  to  people 
based  on  need.    They  are  not  based  upon  credit  worthiness, 
co-signers,  collateral,  or  cash  flow  from  a  Known  job,  as 
with  virtually  every  other  loan  made  by  lending 
institutions  in  our  society* 

Is  a  loan  default  a  default  when  it  should  have  been  a  grant  in 
the  first  place? 

It's  a  question  of  allocation  of  national  resources.    Are  we 
going  to  invest  in  our  citizens,  or  not? 

Our  written  recommendations  contain  data  regarding  the  very 
successful  state  of  Pennsylvania  student  grant  program,  and  how 
it  has  reduced  Pennsylvania's  unemployment  rates,  and  materially 
increased  the  income  level  of  low  income  families. 

We  are  submitting  a  proposal  for  increasing  federal  grant  aid 
coupled  with  a  reduction  in  student  loans. 

The  second  observation  I  want  to  make  today  is  that  the 
bepartincnt  of  Education  must  have  the  resources  to  effectively 
monitor  schools  and  the  student  loan  programs. 

We  know  how  much  the  staffing  of  the  Department  has  been  cut  in 
recent  years.  We  have  heard  how  you  lack  the  necessary  techno- 
logical and  human  resources. 

in  a  restricted  budget  environment,  all  sectors  of  postsecondary 
education  must  lend  their  wholehearted  support  for  additional 
funding  to  the  Departments 

Funding  for  computers,  and  personnel,  to  provide  better, 
more  timely  data  -  in  order  to  enforce  regulations,  to  work 
with  educational  institutions  on  program  reviews,  to  train 
people,  to  investigate  consumer  complaints,  to  use  a  rifle 
approach  to  challenge  and  rid  the  system  of  those  schools 
which  do  not  provide  sound  educational  services  to  their 
students. 

The  eventual  funding  of  the  Department  of  Education's  needs  is 
uncertain-    In  the  meantime,  1  submit  that  the  Department  must 
obtain  more  leverage  on  its  personnel.    May  1  suggest  that  to  do 
your  Job  you  need  to  become  more  managers,  rather  than  doers. 
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2£%KoZ::tiSUEC  ^?UrCeS  availabie  ln  the  P^^c  and  pri- 

"  SS?  fr°7  *nstitut*°ns  »uch  as  ours  and  other  voca- 

fraSiLona^i"1?!0^8111^"0!?5'  *nd  of  cou»*  from  the 
traditional  colleges  and  universities. 

-  And  enormous  resources  available  to  you  throuch  better 
SntT1??  With  5tate  Wncie«f  the  VeSSS? 
Administration,  and  the  accrediting  associations  who 
regularly  visit  schools.  »°c»anons  w*o 

There  are  many  ptople  who  care,  as  you  do.    call  for  h»in 
jourtll  receive  it,  free  of  .dditffi  Sost^'t^.?.?* 

1  submit  that  all  educational  institutions  and  the  u  s  o»n»,t 
5SA'55SaD  Md  thC  resp6«ive  "tates'nlv?:  !&?S3. 

We  own  the  challenge  as  much  as  you  do,  and  we  want  to  help. 
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THE  ART  INSTITUTES 


The  Art  Institutes.  a  nationwide  group  of  associate  and  bdeca- 
laureate  degree- granting  professional  sehoxtls,  are  leaders  m 
career  preparation  for  the  visual  and  practical  arts.  Together, 
The  Art  institutes  are  the  single  largest  source  of  antrylerfl 
commercial  artists  in  AmcrtCet  today.    They  are  etto  an  important 
source  of  entry-level  commercial  photographers,  interior 
designers  and  personnel  for  the  retail  merchandising  industry 
and  the  music  business  field. 

The  Art  Institutes  occupy  approximately  600,000  square  feet  of 
space  in  buildings  either  owned  or  controlled  under  tong-ierm 
leases    Alt  of  the  physical  facilities  have  been  newly 
constructed  or  renovated  within  the  past  four  years. 

The  schools  ere  accredited  by  the  Accrediting  Commission  of  the 
National  Association  of  Trade  and  Technical  Schools,  in 
addition,  The  Art  Institute  of  Atlanta  is  accredited  by  The 
College  Commission  of  the  Southern  Association  of  Colleges  end 
Schools     The  Art  Institutes  sharf  a  Board  of  Advisors  who 
oversee  curricula  end  assist  in  graduate  employer  relations. 
The  Board  is  made  up  of  nationally  recognised  designers, 
photographers,  fashion  and  education  professionals* 

In  the  fall  of  1989,  the  total  student  enrollment  was  approxi- 
mately 12,000.    Students  come  to  The  Art  Institutes  from  the  SO 
states  and  4$  foreign  countries,    Forty  percent  of  new  students 
hare  had  a  year  or  more  of  college-level  training  as  another 
educational  institution.    Active  student  councils  sponsor  many 
social  and  charitable  events  within  each  of  the  schools* 
communities.    Some  of  the  specialized  clubs  end  organizations 
catering  to  students'  interests  are  student  chapters  of  the 
Professional  Photographers  Association,  the  American  Society  of 
Interior  Designers,  National  Press  Photorraphers  Association  end 
the  Distributive  Education  Clubs  of  America. 

School  sponsored  housing  provides  comfort  end  security  for 
resident  students     The  schools  also  help  students  m  finding 
roommates  and  locating  suitable  living  arrangements. 

The  validity  of  The  Art  Institutes'  educational  approach  is 
measured  by  the  record  established  by  their  graduates; 
approximately  90*  obtain  employment  in  their  fields  wtihtn  nine 
months  after  graduation     for  tnsehoot  students,  part-time  jobs 
and  free-lance  job  opportunities  are  available  through  the 
employment  assistance  offices  of  each  school. 


The  Art  Institute  of  Atlanta  -  Atlanta,  Georgia 

The  Art  Institute  of  Dallas  -  Dalits,  Texas 

The  An  Institute  of  Houston  •  Houston,  Texas 

The  Art  Institute  of  Port  Lauderda*e  -  Fort  Lauderdale,  Florida 

The  An  Institute  of  Seattle  -  Seattle,.  Washington 

The  Art  Institute  of  Pittsburgh  •  Pittsburgh,  Pennsylvania 

The  Art  Institute  of  Philadelphia  -  Philadelphia.  Pennsylvania 

The  Colorado  Institute  of  Art  -  Denver,  Colorado 
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Associate  degree  programs  are  available  in  visual 
communications  {commercial  art},  fashion  merchant tsing,  fa  shorn 
design,  fashion  illustrate**,  interior  design,  music  ana"  video 
business*  photography,  travel  and  tourism,  landscape  design  and 
industrial  design. 

Bachelors  degree  programs  are  available  in  business  management 
and  in  fashion  marketing  at  the  Fort  Lauderdale  cm m pus. 

Evening  diploma  programs  are  available  in  applied  photography, 
layout  and  prediction  art  find  residential  design. 


The  Art  institutes  operate  on  a  quarter  calendar.  Education 
programs  are  offered  on  a  year-round  basis  so  that  students  may 
pursue  their  studies  without  interruption.    Most  associate 
degree  programs  are  eight  quarters  long,  equivalent  to  three 
academic  years,    Evening  diploma  ^programs  are  four  quarters 
long.    Program  length  depends  on  the  ma  for  selected.    In  order 
to  earn  a  diploma  or  associate  degree,  the  student  must 
maintain  a  minimum  grade  point  average  of  2.0  (on  a  4.0 
scale).    Baccalrureate  degree  programs,  which  are  offered  at 
The  Art  Institute  of  Eon  Lauderdale,  require  the  equivalent  of 
five  academic  years  to  complete,    in  addition,  course  transfer 
agreements  are  available  wtth  several  colleges. 


Depending  on  education  program  offerings.  The  Art  Institutes' 
facilities  include  art  galleries;  interior  design  studios; 
industrial  design  shops;  industrial  cutting,  sewing,  knitting 
and  pattern-making  rooms;  computer  laboratories;  audio 
recording  studios;  video  studios;  photography  darkrooms; 
photography  studios;  video,  audio  and  photography  checkout 
centers;  drawing,  life  drawing  and  painting  studios;  as  well  at 
lecture  classrooms. 


Average  tuition  for  the  academic  year  commencing  tn  the  fall  of 
W89  is  for  associate  and  bachelor  degree  programs  and 

$3,876  for  evening  dipfoma  programs.    Housing  costs  vary  by 
location  and  type.    Dormitory,  school  sponsored  and  lor 
independent  living  housing  options  are  available  at  each  Art 
institute;  some  meat  plans  ore  offered. 


20-765  -  90  -  12 
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An  Institute  students  are  eltgiNe  to  apply  for  financial 
awistanee  through  the  Pelt  Orant,  Supplemental  Education 
Opportunity  Cram,  Stafford  Student  i  oat,  Perkins  loan.  College 
m>rk  Studs,  Plus  Loan,  and  Supplemental  Loans  to  Students 
State  ft-ant  programs,  as  welt  at  Vocational  Rehabilitation 
assistance  an*  Veterans  Admtmsi ration  benefit*  are  available 
to  qualified  students    Awards  under  these  programs  are  based 
im  individual  need  and  the  availability  of  funds.  Students 
receiving  f  mane  tat  assistance  >nu*t  maintain  satisfactory 
academic  progress  as  established  by  the  An  institute  tn  which 
thev  are  enrolled. 

Approximately  7(1*  of  the  student  body  recede*  s<  me  form  of 
f manual  assistance     Each  Art  Institute  employs  six  to  /.? 
persons  whn  devtuc  full  time  to  assisting  students  in  their 
personal  f manual  budgeting,  and  m  administering  financial 
aid  programs 

Art  institute  sponsored  scholarship  programs  foi  new  and 
iunitnutng  students  are  a»ardcu  on  the  baas  of  academic 
ex  reft  true,  outstanamg  art  wo-k.  financial  need,  or  overall 
ittnt'tbution  to  the  Institute.     The*  uhotarsh.ru  totalled 
approximately  %oOOtOOO  for  the  year  ending  fune  30.  1 989. 


Collectively  The  Art  Institutes  employ  approximately  $QQ 
full-time  and  part-time  faculty.    Alt  are  experienced 
professionals,  a'td  many  have  achieved  regional  and  national 
recognition.    Fatuity  members  have  excellent  credrnuah  and 
practice!  experience  in  the  fields  of  art,  design,  fashttn. 
trowel,  photography  and  communications.    Each  student  is 
assignee*  a  faculty  advisor.     The  student-faculty  ratio  averages 
22  to  I 


The  Art  Institutes  operate  on  a  rotting  admissions  ba.ts  A 
high  school  diploma  or  successful  scores  on  the  Cene/al 
Education  Development  tests  are  a  prerequisite  for  admission  to 
The  Art  Institutes'  diploma  and  eivoctate  degree  programs  Alt 
applicants  are  evafuated  on  the  basts  of  their  previous 
edvctitfOi  and  background  tn  thetr  intended  area  of  study  or 
s,*ic  f  interest  i*  attt  design,  fashion,  photography,  travel, 
or  the  music  and  video  industries     Portfolios  are  welcomed  bu» 
not  required.    Students  applying  to  an  upper  divtston 
baccalaureate  degree  program  at  the  Fort  Lauderdale  school  must 
possess  m  technical  or  spectalited  associate  degree  and  ha*e 
maintained  a  minimum  2>S  cumulative  grade  poim  average  in 
associate-level    *rte  wort 


Faculty 


ArfmU%io»  Require *tnt* 
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iZtggEia  EiriteiBiliai 

Urn  tfeautf»»4w 


Pell  Grant  i  6.1  ?S 

Supplement*!  tirjnH  (SFtXii  :,0Qft 

State  Grant*  J,80S 

Svbtvtal  tirana 


891 
Sit, 120 


Lsmi 

Perkins  Loijns 

Ft  US  Loan* 
$LS  Low 

Skbrrtat  Loans 


Student  beges 


fWtff  PtC&'JlAtL  for tictf giro* 


1 1,160 
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The  Art  Institute*' 

Cohort  Default  Rate  I6M 
National  Cohort 

Pe fault  Rate  *  All  Schools  * 
Satuxtat  Proprietary  Sckitots' 

Cohort  Default  Rate  * 
Rational  Pubhc  Two-Yea? 

Schools'  Default  Rate  * 


Xaticmet  Prtvatt  Two-Year 
Schools  Default  Rate 

Set  tonal  Four  Year 
Schools'  Default  Rate 


35ti 


14  % 
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XJU  gUtlwl  Rim* 

♦  ritrnuvr  research,  we  have  been  unable  to  *«v  national  audtex  »f 

student  luicesx  in  vbtatntng  employment  aft<r  graduattvn  ttr  their  field  of 


*  Mast  if  not  all  students  entering  post secondary  institution*  today  ha%e  a 
career  o*  employment  nbjecttve,  but  do  not  newt  access  10  reliable  data 
regarding  their  chance*  of  meettng  this  objective. 


Tfrr  Art  la»< MiatiLRtccrd 

*  Employment  statistic*  maintained  bv  The  Art  Institutes  for  many  yesrs  show 
that  approximately  of  the  school y  graduates  obtain  employment  tn  thetr 
fields  of  study  within  nine  months  of  graduation, 

•  Thi*  measurement  of  outcome  dots  not  consider  the  number  of  students  who 
continue  thetr  eductttton  at  other  institutions  of  higher  teaming,  or  those 
who  leave  school  for  employment  m  thetr  field  pftor  to  graduation. 


study 


Erfttc»U#i  MftfttgtMett  Corpor»(to« 

10/19 
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•  Ret  table  data  from  Vincent  Ttnto'i  Reaving  College  (University  of  Chicago  Press,  I  PS  71. 
which  u  bated  on  Sennet  Center  for  Education  Statistics  data,  contain  the  following 
record  of  national  graduation  rates,  without  interruption*  from  the  original  institution 
attended; 

4-year  colleges  ■  44%  graduate 
2-year  colleges  ■  graduate 

•  Men  the  %ame  grnup  of  students  is  tracked  for  an  extended  period  of  ttme.  thi  rates  of 
graduation  from  fUXX  post  secondary  institution,  or  'system  completion'  rates,  tnerease  to: 

4- year  colleges  -  6!<k  eventually  obtain  some  kind  of  degree 
2  year  colleges  •  SS<i  eventually  obtain  some  kind  of  degree 

fkt  Art  UaWjUUI  Record 

•  Under  the  'completion  rate'  measurement  mandated  by  the  Department  of  Education  which  is 
the  graduation  rate  without  interruption  from  the  original  Institute  attended,  we 

estimate  that: 

Sen  of  The  Art  Institute  Students  eomptete  education  programs  equivalent  to  three 
academic  years  m  length  without  substantial  interruption. 

•  The  Art  Institutes  have  not  historic  lly  tracked  students  who  transfer  to  other 
institutions  to  pursue  two- year  or  four- year  baccalaureate  degrees,  therefore  we  are 
unable  to  estimate  their  'system  completion'  rate- 

•  We  believe  that  the  'system  completion'  rate  of  our  students  would  compare  favorably  to 
(he  national  four- year  college  rate  because: 

.    Approximately  2S%  of  Students  who  drop  out  from  The  Art  Institutes  re-enter  The  Art 
institutes  and  many  of  these  students  eventually  complete  their  program. 

-    Also,  many  students  who  drop  out  go  on  to  other  institutions  and  eventually  complete 

•  The  Art  Institutes  thus  compare  favorably  with  four-year  colleges,  and  have 
substantially  better  completion  rates  than  most  two-year  colleges. 

•  The  student  consume^  when  provided  with  an  isolated  completion  rate,  will  have  no  butts 
for  comparison.     We  believe  that  the  student  consumer  must  have  the  opportunity  to 
compare  outcomes  among  oJl  types  of  educational  institutions  and  programs. 
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EmUtttn  p»  fin  lm*f 


I.    gtadgiHrt  tf  Cflagkilfti  Rim  iad  RUawtai  Siiiiuiu 

We  support  'Student:  Right  to  Know"  legislation  requiring  all  pottsecondary 
mstttustons  tv  disclose  these  and  other  critical  measures  of  outcome*. 


II.    SL&  RuiCUUflM 

SLS  for  first-year  borrower*  should  not  be  eliminated.    This  if  an  important 
resource  for  adult  students  who  need  help  to  meet  living  and  personal  expenses. 

We  support  the  Senate  provision  requiring  30-day  delay  of  first  disbursement  as 
an  alternative  tost -saving  measure. 

Institutions  should  be  afforded  greater  flexibility  to  control  the  amount  of  the 
approved  SLS 


HI.  Tftch-Out  MlUMlMli 

The  Department  of  Education  should  drop  tts  proposed  rule  requiring  alt  schools 
to  have  teachaut  agreements  with  other  schools.    Thts  falls  in  the  area  of  state 
licensing  agencies, 

The  Department  should  work  closely  with  the  states  to  ensure  that  state 
provisions  adequately  protect  students  from  school  closings. 


iV.  frohfMftoB  Anton  ro»auf^»ftf  foinmcB 

A  total  ban  on  commissioned  salesmen  is  an  excessive  measure. 

Salesmen  should  be  prohibited  from  administering  entrance  tests,  or  makmg  final 
admissions  or  financial  aid  decisions. 

Door- to- door  canvassers  or  outside  contractors  should  be  banned. 


encourage  the  Department  of  Education  to  take  extraordinary  steps  to  notify 
schoois  affected  by  the  current  regulation  and  to  enforce  compliance. 
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77*  /ma/  rfr/aw/f  reduction  regulation*  tssued  by  the  L\  S.  Department  of 
Education  tn  June,  1989  include  the  new  requirement  thai  ideational  programs 
disclose  program  completion  rates  and  placement  statistics  to  prospective 
students,  beginning  with  periods  of  enrollment  December  1,  1989  Of  later  The 
Department  of  Education  specifies  that  if  the  explicit  or  impticit  so*!  of  the 
program  is  to  prepare  students  for  employment  in  a  particular  field,  then  the 
school  must  disclose  the  data.    Thus  the  new  disclosure  requirement  technically 
applies  to  alt  proprietary  school,  vQifittonal  school,  junior  college,  end 
public  community  college  programs  that  have  a  career  naming  objective. 

The  An  Institutes,  as  well  as  man*  other  privately  owned  schools,  have  for 
years  calculated  retention  and  placement  rates.    However,  the  methodology 
specified  in  the  new  regulations  has  never  been  used  before.    Most  community 
cofteges  and  other  schools  which  operate  under  a  not-for-profit  charter  do  not 
routinely  collect  or  make  public  such  data.    White  the  Art  Institutes  concur 
that  schools  should  be  held  accountable  and  believe  that  all  schools  affected 
by  the  rule  must  he  forced  to  comply,  this  accountability  should  ultimately  be 
extended  to  alt  postsecondary  institutions. 


•  The  Department  of  Education  needs  to  fdke  extraordinary  steps  to  enforce 
compliance  with  the  new  disclosure  rules  by  all  schools  that  are  affected- 
This  should  include  at  a  minimum  a  letter  to  institution  Presidents  who  are 
m  the  position  to  ensure  compliance. 

♦  We  support  'Students  Right  to  Know'  legislation  whereby  alt  postsecondary 
educational  institutions  would  be  requited  to  disclose  education  program 
completion  data,  placement  statistics,  end  other  relevant  measures  of 
outcomes. 
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In  the  FF9Q  budget  reconciliation  process  the  SLS  loan  program  for  independent 
students  has  been  targeted  fry  both  the  Senate  and  House  to  achieve  required 
cost  savings.    The  House  has  approved  the  etimtnation  of  SLS  at  a  resource  for 
all  ftrst  year  undergraduate  students.    The  Senate  supports  a  30-day  check 
disbursement  delay  for  all  new  SLS  borrowers,  designed  to  reduce  program 
expenditures  for  early  dropouts. 

The  SLS  program  was  created  as  an  additional  loan  for  'elf  supporting  students 
which  could  be  used  to  f/J  meet  the  student's  need  if  other  need-based  aid  was 
insufficient,  and  for  (2)  as  a  loan  of  convenience  to  replace  the  student's 
expected  family  contribution  if  that  contribution  was  not  immediately  available 
to  meet  the  student's  cons     The  use  of  SLS  as  a  family  contribution 
'replacement'  is  currently  an  option  to  the  student  which  the  school  must 
approve. 

Approximately  20%  of  new  Art  Institute  students  are  first  time  SLS  borrowers. 
A  negtigeebte  proportion  of  new  students  withdraw  during  the  first  30  days  of 
the  program. 


Pqtftfyyj  JEflliliflli 

*  We  oppose  the  elimination  of  SLS  for  first  year  borrowers  because  this  is 
an  important  resource  for  adult  students  who  need  help  to  meet  their  living 
expenses. 

*  We  support  the  Senate  provision  requiring  a  30- day  delay  of  first 
disbursements  of  SLS. 

*  We  also  believe  that  institutions  should  have  greater  ability  to  control 

the  total  amount  of  the  SLS  loan.    While  the  use  of  SLS  to  meet  need  should 
not  be  restricted,  the  use  of  SLS  as  a  family  contribution  replacement 
should  be  at  the  option  of  the  institution  as  well  as  the  student. 
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ill.  hittf; Imh-Qtil  .Amtmou 

In  lune>  IW9.  the  Department  of  Education  propositi  a  new  default  prevention 
m  few  re,  whereby  all  career  training  schixtft  would  be  required  to  have 
teach-out  agreement  with  other  mun nitons.    Tht  Art  Institutes.  NATTS,  end 
other  organizations  responded  to  this  proposal  in  August  ?9$Qt  emphasizing 
that  this  matter  tv  more  appropriately  hand  ted  through  the  various  UAU 
bonding  and  tnsurunic  provisions. 

The  proposal  enumes  that  similar  programs  are  offered  ai  nearby  institution*, 
and  that  the  school  can  best  determine  what  is  in  the  student's  best 
interests.    We  better*  that  neither  is  the  ease 


(,>pp»py  FoitUon: 


The  proposal  to  rest  rut  or  totally  prohibit  the  use  of  commissioned  salesmen 
has  appeared  in  proposed  federal  legislation  several  times  tn  the  past  few 
yea's,  most  meMty  in  Senate  Bit*  #6v5.    It  is  designed  to  curb  perceived 
abuses  tn  the  admission  of  unqualified  students  who  drop  out  and  then  default 
on  thetr  student  loans 

The  Art  Institutes  employ  admission*  representatives  who  urt  employees  of  the 
school  and  who  receive  both  salary  and  incenttve  compensation,  the  latter 
primarily  based  on  the  student  attending  classes.    Only  high  school  graduates 
or  the  equivalent  are  admitted,  and  therefore  commissioned  salesmen  do  not 
participate  in  on  entrance  test  administration. 

•  A  total  ban  on  the  use  of  commissioned  salesmen  is  an  excessive  measure. 

•  l#>  strongly  support  prohtbutng  commissioned  salesmen  from  administering 
admissions  testy  and  from  making  final  decisions  regarding  admissions  or 
financial  aid. 

•  77te  u*e  of  door- to- door  canvassers  or  independent  contractors  should  be 


The  Department  of  Lduiotton  should  drop  the  proposed  rule. 


The  Department  should  work  closely  *tth  the  various  state  licensing 
agencies  to  ensure  that  each  itute  hat  strong  provisions  tn  place  to 
protect  students  from  school  closings 


banned. 


EtfiKCfttltft  Mftt»gr»c»t  C*rp*ratto» 

id/if 
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RESPONSE  TO  THE  U.   S.  DEPAPTMEHT  OF  EDUCATION'S 
REQUEST  FOR  POT5LIC  COMMEHT  OH  TBS 
REAUTHORIZATION  OF  THE 
HIGHER  EDVCATXOM  ACT  OF  1965 


The  Art  Institutes 
Education  Management  Corporation 
300  Sixth  Avenue,  Suite  800 
Pittsburgh,  Pennsylvania  15222 
(412)  562-0900 

For  additional  information,  contact: 
Robert  B*  Knutson, 

Chainnan  and  Chief  Executive  Officer 


November  20,  1989 


358 

libit  gf  Conte&t* 


XXI.     STUB EXT  AID  DELIVER!  SI STEM  RECOMMENDATIONS 

A.  Application  Forms 

B.  Independent  Student  Definition 

C.  Verification 

D.  Need  Analysis 

B.    Role  of  the  *MD£*  and  Central  Processors 


er|c  364 


page 


XKTRODUCTIOM 

A.  Profile  of  The  Art  Institutes  2 

B.  Overall  Goals  of  the  Reauthorization  Process  4 

C.  Roles  and  Responsibilities 


7 


XX,     INSTITUTIONAL  RECOKMENDATIONS  9 

A,  institutional  Eligibility  and  Participation  9 

B,  Student  Consumer  Information  -  Institutional  *2 
Disclosures 

C.  Adminissions  Standards  -  Ability  to  Benefit  14 

D.  Institutional  Administrative  Capability  *5 


17 
18 
20 
21 
22 
24 


XV.     STUDENT  AID  PROGRAM  RECOMMENDATIONS  26 

27 

A.  Aid  Packaging 

29 

B.  Grant  Aid  vs.  Debt  Burden 

C.  Pell  Grant  Program  34 

D.  Supplemental  Educational  Opportunity  Grant  (SEOG) 
Program 


36 


37 
36 


E ,  Perkins  Loan  Program 

F*  College  Work  Study  Program  (CWSP) 

G*  Student  Loan  Defaults  39 

H.  Student  Loan  Restructuring 

I »  PLUS  Program 

j,  SLS  Program 

K.  Income  Contingent  Loan  Program 


43 
43 
46 
47 


359 


X*  XMTAQDUCXXON 


The  comments,  recommendation* ,  and  discussion  included  in  this 
response  represent  the  collective  perspectives  of  The  Art 
Institutes  of  Atlanta,  Dallas,  Fort  Lauderdale,  Houston, 
Pittsburgh,  Philadelphia,  Seattle,  and  the  Colorado  Institute  of 
Art.    The  eight  Art  Institutes  are  part  of  Education  Management 
Corporation,  and  as  a  group  share  a  common  educational  philosophy, 
and  similar  academic  programs,  policies  and  procedures. 

We  welcome  this  early  opportunity  to  respond  to  important  issues 
that  will  be  discussed  over  the  coming  ronths  as  we  prepare  for 
Reauthorization.    However,  we  are  very  concerned  about  the  climate 
in  which  the  Higher  Education  Act  of  1965  is  being  reviewed,  a 
climate  of  media  attention  and  misinformation  where  the  poor 
performance  of  certain  proprietary  institutions  has  jeopardized 
the  participation  of  all  students  who  attend  privately-financed, 
tax-paying  institutions. 

We  believe  that  the  principal  issue  i&  not  the  proprietary 
"sector",  but  individual  schools  and  a  financial  aid  system  that 
burdens  low-income,  academically  at-risk  students  with  debt. 

We  are  prepared,  through  this  testimony  and  on  an  ongoing  basis, 
to: 

o      Actively  participate  in  the  partnership  of  institutions, 
agencies,  and  the  federal  government,  that  will  refine  the 
The  Higher  Education  Act  for  the  1990s; 

o      suggest  ways  in  which  the  Title  IV  student  aid  programs 
can  be  improved  to  better  serve  and  protect  students; 

o  Commit  our  resources  to  helping  the  Congress  and  the  U.S. 
Department  of  Education  address  the  changing  character  of 
education  in  this  country  today. 
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*»    teaUU  Qt  tbm  Art  Initltutii 

On  an  annual  basis,  approximately  13,000  students  attend  The  Art 
Institutes,  enrolled  primarily  in  associate  degree  programs,  which 
are  three  academic  years  in  length,  and  also  in  bachelor  degree 
and  one-year  continuing  education  programs.    Together,  the  Art 
Institutes  are  the  country's  largest  single  source  of  commercial 
artists,  and  are  also  major  trainers  of  interior  designers, 
photographers,  and  pc»»..rnel  for  the  retailing  and  music  and  video 
industries,    we  employ  more  than  1,600  faculty  and  staff  dedicated 
to  providing  service  to  our  student  clients •    Our  faculty  and 
staff  share  ownership  in  the  company  through  an  Employee  Stock 
Ownership  Plan,    The  eight  Art  Institutes  have  been  in  operation 
for  an  average  of  32  years  each,  and  have  more  than  $90  million  in 
capital  committed  to  our  facilities  and  equipment • 

Students  at  the  Art  Institutes  come  from  ail  50  states  and  from  45 
foreign  countries.    Forty  per  cent  of  our  new  students*  have  a  year 
or  more  of  previous  college- level  experience  at  another 
institution.    All  applicants  must  be  high  school  graduates  or  the 
equivalent  in  order  to  gain  admission.    More  than  half  of  all 
students  initially  become  interested  in  The  Art  Institute  programs 
through  active  high  school  relations  programs. 

Our  students  cover  the  entire  spectrum  from  high  income  to  low, 
but  generally  represent  middle-income  America.     Some  70%  apply  for 
financial  aid.    Of  these: 

o      Sixty  percent  of  all  aid  applicants  are  dependent  on  their 
parents  for  support; 

o      The  remaining  40%  are  adult,  self-supporting  students; 

o      The  median  family  income  of  dependent  aid  applicants  is  in 
the  $24,000  -  $2$, 999  range; 

o      For  independent  aid  applicants,  the  median  income  ranges 
from  $5,000  -  $6,999. 

The  Art  Institutes  participate  in  all  of  the  Title  IV  programs, 
and  in  state  grant  programs  in  four  o£  the  six  stateh  where  they 
are  located. 

o      The  typical  student  budget  for  an  academic  year,  including 
tuition  of  approximately  $6,600,   fees,  books,  supplies, 
room,  board,  personal,  and    transportation  expenses  is 
S13.000- 

o      The  typical  financial  aid  recipient  finances  60%  of  these 
total  costs  through  his  or  her  owjq  family's  resources, 
including  part-time  jobs. 

o      The  remaining  40%  of  costs  are  financed  through  federal 
and  state  grant,  loan,  and  work  programs. 
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o     Greats  represent  22%  of  ail  aid  dollan  disbursed  while 
loan*  represent  76%  and  federal  work  study  less  than  1%. 

A  Student  financial  Services  staff  of  seven  to  thirteen  people  at 
eacn  oi  The  Art  Institutes  support  student  participation  in 

*  JSai  *ldxPro^ra»B«    A  proactive  Employment  Assistance  office, 
staffed  by  four  to  nine  job  counselors,  assists  both  current 
students  and  graduates  in  locating  suitable  employment. 


-  3  - 
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Reauthorization  presents  a  once~in~five  year  opportunity  to  review 
the  effectiveness  of  the  program*  and  the  efficiency  of  the 
•yatea.    While  many  institution*  in  the  past  have  been  wedded  to 
the  statue  quo  end  the  preservation  of  a  montage  of  loan,  grant 
and  worK- study  programs,  we  believe  that  program  effectiveness 
argue*  for  pifostantiflj  change.    We  share  the  view  expressed  by  The 
College  Board  that  'Radical  Reform'  »ay  be  in  order,  while  the 
basic  principles  of  the  existing  programs  are  retained- 

Vie  do  nstX.  include  the  elimination  or  special  treatment  of  a 
particular  sector  in  the  need  for  substantial  change,  private 
career  schools  provide  raore  than  70%  of  the  vocational  education 
in  the  United  States  today*    These  privately-owned  institutions 
operate  without  state  or  federal  institutional  support,  pay  sales, 
property,  real  estate,  and  income  taxes,  and  are  marKftt -driven  to 
meet  the  needs  of  students  and  their  employers. 

The  proprietary  vocational  education  sector  has  indeed  grown  more 
raoidly  than  traditional  sectors  of  education  in  recent  years. 
This  cannot  be  attributed  simply  to  advertising  and  promotion, 
since  all  sectors  of  higher  education,  some  using  publxc  tax 
money,  now  use  the  full  range  of  methods  to  attract  the  shrinking 
pool  of  18-24  year-olds  —  television,  radio,  billboards, 
four-color  brochures,  recruiters,  and  alumni* 

We  believe  the  primary  reasons  for  this  growth  are  the  ability  of 
the  proprietary  sector  to  anticipate  the  needs  of  the  employment 
market,  and  to  respond  rapidly  by  developing  new  educational 
programs  to  meet  these  needs,  at  minimal  cost  to  the  taxpayer- 
Not  all  private  tax-paying  institutions  are  good.     Some  have 
followed  questionable  recruiting  practices*    Some  have  not 
delivered  promised  services  to  students.    The  great  majority  of 
privately  owned  institutions  do  provide  pertinent  education  end 
enjoyable  lob...  ski]  Is  to  their  students.    They  produce  future 
taxpayers  who  return  society's  investment  in  them  many  times 
over.    This  country  was  founded  as  a  political  and  economic 
democracy.     We  have  no  choice  but  to  maintain  freedom  of _Qh^L£SL.. 
for,  students  ..in  .the  education  marketplace* 

Student  aid  has  played  a  critical  role  in  maintaining  thib  freedo: 
of  choice  and  expanding  postsecondary  educational  opportunities 
for  low  and  middle  income  American*  who  twenty  years  ago^ viewed 
high  school  graduation  as  completing  their  formal  education.  The 
demands  of  an  increasingly  %fKM$l3&i£*L^.Q£l&XX  «nd  America's 
elusive  goal  of  egu&l  opportunity  require  us  to  press  on  in  our 
struggle  to  provide,   'every  child  ...  as  much  education  af  r.e 
has  the  ability  to  take"  (Lyndon  B.  Jor.nson,  2966). 

he  partners  in  the  education  cowr.unity.  we  lace  two  real 
cna!ler.2fer.  at  we  pursue  c«r  ooalr  oi  ensuring  ir.:nozity  ft'^  cf  £  or,- 
elirinati*^  financial  barrier*  to  lov  ar.c!  riddl*  ancorre  stude:,*:  - 
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o     Rising  sqmIm.  of  posttecondary  education,  *nd 

o     The  increasing  complexity  of  the  forms,  the  application 
process  and  the  delivery  of  aid  to  students. 

Overarching  every  policy  decision  facing  the  President  and  the 
Congress  in  the  upcoming  Reauthorization  is  the  question  of  the 
budget  deficit  and  available  resources  to  support  the  Title  IV 
programs .    The  relative  priority  assigned  to  higher  education  ~- 
even  in  a  period  when  educators,  *.he  business  community,  and 
elected  officials  share  the  view  th*>t  reform  is  necessary  and  more 
funds  are  essential       seems  a,lmpst  unchanged.    Battles  between 
the  various  sectors  of  higher  education  only  serve  to  exacerbate 
this  situation. 

Despite  the  overriding  question  of  the  budget  deficit,  we  believe 
we  must  approach  the  Question  of  reauthorizing, the  Title  IV 
arpgrams  in  terms  of  what  is  best  $Qr  tftg  nation  and  right  lor 
those  students  who  need  help  in  pursuing  postsecondary  education. 
Three  principles  of  this  system  should  be  simplification, 
inmr.gtlpn,  and  accountability. 

SiflglUigfitioji: 

o     The  delivery  system  must  be  sj.iypj.if i^P*  for  students  and 
their  families,  from  the  initial  application  through  the 
delivery  oi  aid  dollars  to  the  student; 

o      Reestablishing  an  appropriate  balance  of  grants,   loan  and 
woxk  in  the  student  aid  packaging  process  must  be  a 
national  priority; 

o     Unnecessary,  burdensome  paoerwork  must  be  eliminated 
wherever  possible.     In  the  computer  age,  there  are 
significant  opportunities  to  streamline  communication ,  and 
to  gather  and  compare  data. 

l£l  ecmg„U,Qjl : 

o      Student  Financial  Aid  programs  should  constitute  ar. 
ijQt^SLLtiexj  frV£t  em,  where  a\l  of  the  parties  involved 
students,  parents,   institutions,   state  agencies,  ienciers, 
and  the  federal  government        have  efficient  means  oi 
ccrjrwr.icai  iun  Li:  place; 

o      Major  i^r.QVfrr,^.^_^Q_ Jth*..  ^^deri^Q^y^iroj^fXZ1:  eiic 
reces.Sriry ,   to  cor^o) idat e  then.,   bo  inat  stude:.te-  c«-: 
will  r  ?pny  tt-eir  education  loan:.; 

0      "  •  •  $  i  L?.- fV-.£  :  ej_a  :  d  .  CP*".*: V. ui.la  <    i  i;  c  1  u d :  r.  c  r  e pr  e  *  e  r, t  a  *. ;.  \  e     r  f 
i  *.rt it ut. r»rf  t   n^eci  analyser   rcrv:cc::,  arc?  others  di:*ectl\ 
involved  in  the  delivery  of  etucent  >o  c: ,  must  be  very 
c-cr.ely  involved  ar,  partners  ir.  ar.y  rr.anyec  tc  the 
;:ac:6-rs  or  the  n^'jvery  ?;.••*.«.",     7:. ere  -rrluue*  ivt 
r.ct   l;r::"pj  v:>: 
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*  Designing  application  forms  which  are  easily  usable  by 
families; 

*  Previewing  regulations  before  they  are  issued  tor 
general  public  comment; 

*  Pilot  testing  regulations,  forms,  and  procedures 
before  they  are  put  into  general  use; 

*  Cross  training  of  U.S*  Department  of  Education  and 
institutional  staff,  by  means  of  team  teaching, 
serving  on  task  forces,  working  together. 

AgsgujitabiUty: 

o      Institutions,  lenders,  and  other  agencies  involved  in 
Title  IV  student  aid  delivery  must  be  held  fully 
accountable  for  the  administration  of  these  programs. 

o     Those  organizations  that  demonstrate  a  lesser  ability  to 
comply  with  the  intent  of  the  law  should  be  subject  to 
mgre  specific  restrictions,  whereas  those  that  have 
demonstrated  a  consistent  ability  to  maintain  standards 
should  be  subject  to  more  basic  rules •    This  is  the 
original  idea  of  •deregulation"  discussed  at  USED  some 
8-10  years  ago. 

o     The  national  student  financial  aid  delivery  system  should 
be  designed  fro  help  th*»  student  consumer  mate .. 
veil-informed  choices  within  all  sectors  of  postsecondary 
education* 

o     Through  involvement  in  the  Process  of  developing  and 
integrating  new  forms,  regulations,  and  training 
opportunities,  all  of  the  parties  involved,  including 
schools,  lenders,  guarantee  agencier,  the  federal 
government  —  ultimately  increase  their  accountability. 
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The  traditional  roles  of  the  various  parties  involved  in  student 
financial  aid  have  not  changed  in  the  twenty-five  years  since  the 
Higher  Education  Act  was  first  enacted*    Through  the 
Reauthorization  process,  these  roles  roust  be  reaffirmed: 

o     Parents  bear  the  primary  responsibility  for  meeting  the 
costs  of  post secondary  education  for  their  children,  by 
providing  family  financial  support,  throughout  the  years  of 
undergraduate  education; 

o      Students  (and  their  spouses)  share  in  the  family's  primary 
responsibility  for  financing  postsecondary  education,  by 
devoting  their  savings  and  earnings  from  work  to  their 
primary  objective  -  education; 

o      Stages  bear  some  of  the  responsibility  for  assisting  needy 
students  to  bridge  the  gap  between  educational  costs  and 
the  family's  available  resources,  and  for  monitoring  and 
managing  those  programs  directly  controlled  at  the  state 
level; 

o      The  federal  government  serves  us  the  critical  balance  in 
the  student  aid  process,  by: 


providing  iunding  for  programs  designed  to  provide 
feg$,b  accesg  and  choice  to  needy  students  and  families; 

flccegg  means  providing  for  the  gap  between 
institutional  costs  and  family  and  other  resources 
so  that  the  student  has  the  means  to  enter  any 
postsecondary  institution. 

Choice  means  providing  the  needy  student  with  the 
support  he/she  needs  to  pursue  postsecondary 
education  at  the  particular  institution  that  can 
best  help  the  student  meet  his/her  educational 
objectives. 

Managing  and  monitoring  the  programs  it  controls,  and 
providing  training  to  institutions  and  other  agencies 
that  support  federal  student  aid  programs. 


o      Institutions  bear  the  responsibility  for  pulling  all  of 
these  various  pieces  together,  and  ultimately  for 
delivering  dollars  to  needy  studentb. 


The  institution  serves  as  the  student's  mfljn  support, 
or  advocate,  in  pursuing  postsecondary  education. 

The  institution  carries  the  major  responsibility  for 
accountability  to  the  taxpayer,  by  providing 
educational  programs  that  serve  students t  and  by 
administering  Title  XV  programs  in  the  manner  intended 
by  la*. 
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Today  we  also  have  a  number  of  other  parties      .  olved  xn  student 
aid  programs    -  need  analysis  agencies,  servicers,  J*«J«nio  of 
guarantee  agencies  and  other*  -  who  share  in  the  JMU&MtfilUfi  °* 
Indent  aid  delivery-    In  a  restricted  budget  •^ironment,  all 
partners  in  the  process  need  to  emphasise  t£OlalO«  •«*  StlSSSnUan 
of  abuse,  *n  the  true  spirit  of  shared  responsibility . 
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XX.     IKSTlTtTHpHAL  RECOWftTlTDATIOHS 


The  following  recommendations  and  discussion  relate  to  standards 
and  practices  of  educational  institutions  participating  in  the 
Tit  e  XV  student  aid  programs.    While  our  major  concern  is  the 
impact  of  these  programs  on  stmjcnt^,  we  believe  that  changes  are 
necessary  at  the  institutional  level  in  order  to  ensure  delivery  o 
funds  and  services  to  enrolled  students* 
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h.    m^ifcutLlonal  Eligibility  and  Participation 

While  the  Secretary's  Notice  has  questioned  the  continued 
participation  in  Title  IV  programs  by  students  who  attend 
proprietary  vocational  schools,  we  choose  to  address  this  question 
in  terras  of  overall  eligibility  standards  for  participating 
institutions.      We  are  dismayed  at  the  apparent  bias  retlectea  in 
the  questions  raised,  and  wonder  whether  there  is  any  rational 
basis,  or  some  data  available,  which  would  motivate  the  U.S. 
Department  of  Education  to  consider  eliminating  students  attending 
an  entire  sector  of  schools  which  have  actively  participated  in 
Title  IV  programs  for  more  than  twenty  years.    We  believe  that  one 
definition  of  eligible  institution  should  apply  to  all 
participating  schools,  along  with  standards  thct  apply  to  all.  we 
do  not  believe  that  segregation  of  sectors  serves  any  purpose 
whatsoever.     If  accountability  is  the  real  issue,  we  are  prepared 
to  make  recommendations  for  strengthening  institutional 
eligibility  requirements. 

nocoeaoendation  111    Develop  eingie,  gJUtc  jefinUioai  of 
"eligible  institution"  end  "eligible  program,*  that  reflect  t»e 
cosmon  purpose*  of  postsecondary  education  ia  this  country 
today. 

For  many  years  the  federal  statute  governing  these  programs  has 
contained  l£ux  definitions  fii  eligible  JJUrUttft  ifrfts " 

o  institution  of  higher  education 

o  proprietary  institution  of  higher  education 

o  postsecondary  vocational  institution 

o  vocational  school 

These  differences  in  tifftlnlf-l"n*  »nd  rccrui  r*m*nt »  PimplY  PrWto 
confusion.    For  example: 

o  Why  is  the  minimum  academic  program  length  at  a  vocational 
school  300  clock  hours  <or  one  quarter),  but  six  months  at 
all  the  others? 

o     Why  is  the  institution  of  higher  education         required  to 
exist  for  two  years  prior  to  eligibility,  when  the  others 
are? 

o     Why  do  "commissioned  salesman"  restrictions  apply  only  to 
vocational  schools? 

o     Why  is  ownership  status  a  key  characteristic  used  to 
categorize  a  particular  institution? 

o     Why  are  proprietary  institutions  the  only  ones  that  must 
be  accredited,  and  cannot  rely  like  the  others  on  the 
transfer-of-credit  alternative  or  state  approval? 
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A  typical  proprietary  institution,  for  example,  can  meet  balii  the 
definition  of  a  "proprietary  institution  of  higher  education** 
(used  for  Pell  and  Campus-based  programs)  fluid  the  definition  of 
"vocational  school"  (used  for  Part  B  loan  programs).    Students  in 
six-month  programs  can  receive  any  type  of  aid  while  students  in 
three-month  programs  only  receive  Part  B  loans.    What  is  the  basis 
for  these  differing  definitions  of  eligible  program? 

We  suggest  that  what  is  needed  is  a  general  definition  of 
gvStgfrCvntigry  *ej iaible"  institution,  whose  students  are  therelore 
qligjfrle  to  receive  Title— IV _ald.    The  overall  purpose  of  the 
Title  IV  programs  is  to  support  needy  students  in  their  pursuit  of 
a  postsecondary  education. 

Postsecondary  education  has  changed  a  great  deal  since  the 
implementation  of  the  Higher  Education  Act  of  1965.     Today,  not 
only  proprietary  institutions,  but  traditional  institutions  as 
well,  increasingly  train  young  people  and  adults  to  enter  or 
re-enter  the  work  force.    Many  traditional  public  and  private 
postsecondary  institutions  have  created  academic  programs 
specifically  designed  to  train  students  for  jobs,  and  actively 
advertise  those  "career -or iented"  programs.     Training  or  educating 
students  specifically  for  employment  is  no  longer  restricted  to 
tax-paying  institutions.     However,  the  definitions  in  the  law 
continue  to  ibolate  institutions  with  a  "vocational**  orientation. 

Few  business  or  government  leaders  would  disagree  that  in  order  to 
be  competitive  in  the  international  economy  of  today,  America  must 
have  a  trained  work  force*     Simply,  this  means  that  postsecondary 
education  must  primarily  prepare  people  for  work. 

B»gPBWt.PtfAtL9n_IJLl    Strengthen  the  Institutional  alioibilitv 

fccyoun.tfdHl iiy  raquireweats  for  all,  and  actively  encourage 
th*  sharing  of  information  by  all  parties  involved  in  Monitoring 
poataeeendary  institutions. 

with  one  definition  in  place,  we__pee_d._  t,p  create  tightened 
eligibility  standards  that  apply  "to  all  institutions,  to  include: 

o      increased  accountability  on  the  part  of  institutions  for 
the  services  and  education  that  they  provide,  including 
required  institutional  disclosures  (discussed  below); 

o     Tightened  accrediting  standards  for  all  institutions; 

o      Tightened  approval  standards  for  all  accrediting  agencies; 

o      Sharing  of  information  and  of  all  reports  of  site  visits 
by  the  various  parties  involved  in  monitoring 
postsecondary  institutions'  performance,  including: 


10  - 


373 


370 


*  accrediting  agencies, 

*  state  licensing  agencies , 

*  state  VA  authority, 

*  state  and  national  guarantee  agencies, 

*  the  U.S.  Department  of  Education. 

It  is  common  for  the  state  licensing  agency  to  review  a  school, 
but  to  be  unaware  that  the  veterans  Administration  has  recently 
visited  the  school  and  filed  a  written  report.    We  believe  that 
many  students  may  have  been  saved  the  pain  of  school  closings  or 
other  events,  had  the  various  oversight  agencies  been  obliged  to 
share  information  before  the  situation  became  a  true  crisis. 

Ktflfliafofclfla  til    Once  new  definitions  and  new 
accountability  standards  are  designed,  inaugurate  a  targeted, 
five-year  program  of  Inrtltrtlffnil  ^ifyibilitv  review,  wbareby 
each  participating  institution  of  higher  education  has  its 
eligibility  to  participate  in  Title  IV  programs  reviewed  and 
certified. 

We  Also  believe  that  institutional  eligibility  for  participation 
in  the  Title  IV  programs  must  be  thoroughly  reviewed  on  a  regular 
basis ,  to  ensure  that  institutions  continue  to  meet  the 
established  standards,    Just  as  accreditation  and  state  approval 
must  be  reaffirmed  on  a  regular  basis,  so  should  institutional 
Title  IV  eligibility*    The  U.S.  Department  of  Education  must  have 
the  statutory  authority,  and  the  necessary  funding,  to  effectively 
reevaluate  institutional  participation  at  the  school  location,  it 
must  also  have  access  to  all  records  related  to  the  school  *  r>asit> 
for  eligibility  from  accrediting  agencies  and  states. 

in  tb*  Title  XV  programs. 

Our  recommendation  that  correspondence  and  foreiqn  schools  be 
eliminated  from  Title  IV  eligibility  is  based  on  the  simple  fact 
that  there  is  very  little  if  any  opportunity  for  such  schools  to 
have  direct  contact  wirh  students,    with  tightened  eligibility 
standards  and  regular  eligibiHty  reviews,  we  believe  it  would  be 
difficult  for  such  schools  to  meet  these  standards. 
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B.     Student  Conaii— r  Information  -  Institutional  Dl»clo»ut« » 

RicoMwndatlon  lit    K«quir«  *U  institutions  to  di*cloM  to 
student ft  program  completion  rate*,  state  anamination  p*«*  rate*, 
nad  placement  rata*,  under  tha  student'*  ganaral  "right  to 
know*" 

In  order  to  increase  accountability  among  all  postsecondary 
institutions,  we  believe  that  the  student  consumer  must  be 
provided  with  sufficient  information  to  make  a  good  decision  about 
his  or  her  future.    The  Title  IV  student  financial  aid  regulations 
have  for  a  long  time  contained  a  laundry  list  of  required  items  to 
be  provided  to  current  and  prospective  students. 

As  a  result  of  these  requirements,  today  we  have  a  much  better 
informed  student  population,    while  there  will  undoubtedly  always 
be  a  certain  "mystery"  surrounding  the  student  financial  aid 
programs,  we  believe  that  students  have  benefited  from  this  effort 
to  provide  them  with  better  information.    The  Art  Institutes  have 
found  through  our  Student  Financial  Planning  process  and  through 
the  implementation  of  default  prevention  activities,  that  improved 
information  vastly  improves  the  student's  decis ion-making  process 
and  increases  the  involvement  of  the  family  ir.  the  educational 
process . 

The  recent  addition  of  required  disclosures  of  institution's 
completion  rates,  state  examination  pass  rates,  and  placement 
rates  has  been  handled  separately  in  the  regulations  from 
previously-required  institutional  disclosures  to  students.  Only 
certain  institutions  (non~baccaulaureate-degree-gran\.ing,  offering 
programs  designed  to  train  students  for  employment)  are  required 
to  make  the  disclosures.     Furthermore,  the  disclosures  are  to  be 
made  not  in  the  same  manner  as  already-existing  required 
disclosures,  but  specifically  prior  to  thfr  gprpllment  of  the 
student,  and  prjool  of  disclosure  is  required  in  the  student's 
file. 

We  question  first  of  all  the  factual  and  the  legal  bases  for  the 
sector  distinction*  requiring  certain  institutions  to  disclose 
this  information,  when  in  fact  virtually  all  postsecondary 
education  has  become  career-  or  employment -oriented .  We 
particularly  invite  corparison  between  private  career  school s  and 
the  wel 1 -documented  shortcomings  of  colleges  and  universities 
engaged  in  inter-coilegiste  athletics,  whose  student  athletes  net 
only  do  not  graduate  or  get  jobs,  but  attend  college  for  fo«r 
years  and  accumulate  few  credits  toward  a  degree. 
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KlCjWUlltisU2:    Include  th..e  dl.clo.u^.  to  th,  .«»• 
context  and  mm  fans  as  already-exi.ting  etudent  con*u»«r 
information  requirement*. 

All  UlUtatififlfi  -hould  bo  held  accountable  f  £  **fP™»  £ 

their  studsnts,  and  all  students  should  be  informed  ot  WgWtW 
and  placement  rates,  Just  as  they  are  of  ftcMemiC  and  llMUCAflA- 
"°  oroorams  available,  facilities,  iasuliy,  BfTffrftrtltntlM 
^^itiafSs^^iotrimi^^  distribution  policies,  and 
refund  policies. 

Under  the  recent  Department  of  Education  rules,  student 
coition,  pass,  a£5  placement  rates  must  bed  sclosed  separately 
to  each  individual  student  at  the  time  of  enrollment.  By 
isolating  these  particular  disclosures  for  student 
documentation,  does  this  suggest  that  they  are  sax*  important  than 
the  disclosures  already  contained  in  the  law,  for  generai 
distribution  to  students? 

we  recommend  that  the  new  completion,  pass,  and  P>£"»enJ;/"£" 
disclosures  should  be  handled  eaftSSJy  as  are  the  myriad  e   ot  her 
disclosures,  by  means  of  j npfritutionai  publicmanfii  required  ot 
ftp  participating  institutions. 
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c.    Atoliiioag  Staadirti  -  teUitj  to  Ptnttit 


BtfifltadiUcajU *    Retain  the  "ability  to  benefit"  Admissions 
criterion  mm  an  important  Mans  for  adult  student*  to  return  to 
postsacondary  education* 

Although  The  Art  institutes  admit  only  high  school  graduates  or 
the  equivalent,  we  believe  the  door  of  opportunity  must  be  left 
open  for  those  who  possess  academic  potential ,  but  who  may  not 
have  had  the  chance  to  express  or  pursue  it.    Many  prominent 
Americans  have  overcome  artificial  barriers  and  the  lack  of  paper 
qualifications  to  achieve  greatness. 

Furthermore,   the  requirement  that  ATB  students  acquire  the  GED 
before  the  second  year  in  school  or  program  completion  (whichever 
comes  first)  helps  to  ensure  that  when  the  student  enters  the  work 
force,  he  or  she  will  be  equipped  with  the  credentials  needed  in 
order  to  successfully  pursue  employment. 

Recommendation  #2:    Limit  the  proportion  of  students  that  may 
be  enrolled  under  the  ATB  criterion  at  a  single  institution  to  20% 
-  30%  of  the  institution's  enrollment,  with  appropriate  service* 
required  to  support  these  students. 

The  ATB  criterion  was  originally  designed  as  an  exception  tp  %h? 
normal  ttdflus^ipng_grit.«iffiP  requiring  a  high  school  diploma  or  its 
equivalent.     It  was  not  intended  to  be  the  "rule"  or  the  "norm*  at 
eligible  institutions.    The  lack  of  limitation  on  the  proportion 
of  *ATBK  students  we  oelieve  calls  into  question  the  institution's 
ability  to  continue  to  conform  \u  the  accepted  definition  of  an 
eligible  postsecondary  institution.    If  an  institution  admits  a 
majority  of  students  based  on  the  ability  to  benefit,  and  these 
students  are  required  to  complete  the  GED  after  one  year  or  by  the 
end  of  the  program,  is  the  institution  truly  offering 
postsecondary  education?    Or  is  it  primarily  offering  GED 
preparation? 

R^oj^^d^ttSUL_li :    Permit  students  admitted  under  the  ability 
to  banefit  criterion  to  racaive  Part  &  loans  only  after  successful 
completion  of  one  academic  year  or  one -half  of  the  program, 
whichever  is  less. 

It  must  also  be  recognized  that  academically  at-risk  students  who 
borrow  to  pay  for  the  costs  of  a  postsecondary  education  are  prime 
candidates  for  loan  default.    ATB  students,  therefore,  should  have 
their  access  to  loans  restricted  until  they  demonstrate  academic 
persistence  at  the  institution  of  their  choice* 
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D.    jLMuUfalUgttml  Administratis  Capability 

we  believe  that  the  quality  of  experience  and  training  of  each 
institution'*  gexfiojmej,  have  a  direct  impact  on  its  ^*"*Y  *° 
properly  administer  Title  IV  programs.    We  also  contend  that  witn 
the  greatly  increased  complexity  of  institutions  » 
responsibilities,  the  qualifications  of  financial  aid  and  other 
administrative  personnel  need  to  be  strengthened  to  meet  minimum 
standards  * 

While  new  regulations  have  been  issued  to  strengthen  new 
institutions'  ability  to  administer  the  Title  IV  programs  by 
adding  a  training  requirement  for  the  financial  aid  administrator 
and  chief  administrator,  we  don't  believe  this  goes  far  enough. 
Department  personnel  cutbacks  have  occurred  during  a  period  01 
increased  media  attention  to  the  shortcomings  of  gjroe 
participating  institutions.    The  U.S.  Department  of  Education 
holds  statutory  authority  to  train  financial  aid  administrators 
and  others;  this  service  must  be  available  to  all  participating 
institutions. 

Raco«manditlon.ll;    Reguirs  a  MtfieiiAc  miMaus iWiSfeM  «f  . 
qualified  jtjmlnlstratlve  personnel  at  institutions  participating 
in  Title  XV  programs* 

Along  with  its  training  authority,  the  Department  must  be 
authorized  to  establish  minimum  personnel  requirements  and 
standards.    Records  of  successfully  participating  institutions 
exist  today  to  serve  as  models  for  these  standards.  *he 
professional  financial  aid  associations  would  willingly  help  in 
this  endeavor  to  maintain  the  professional  standards  ot  wnat  is 
today  truly  a  profession,  rather  than  an  oj^s&U&n All  partners 
in  the  student  financial  aid  process  have  much  to  gam  by  working 
together  to  establish  such  standards. 

Rggonendatiop  #2:     Impose  more  rlgjjl  r*fl*lr«Mrrt»  pn 
institution*  whlcft  hftva  demonstrated  proplffas * 

Based  on  the  outcome  of  institutional  reviews,  the  Department  of 
Education  needs  to  have  the  authority  to  require  institutions 
with,  for  example,  high  defaults  rates  to  add  qualified  personnel 
and/or  to  make  other  substantive  administrative  changes*  Such 
requirements  are  key  if  we  truly  want  to  improve  services  to 
students. 

^commendation  13;  lmgliatiA-UM^^ 
-certification"  as  a  mman*  to  strengthen  institutions 
administrative  capability* 

The  analogy  to  the  Certified  Public  Accountant  is  *PP^°Pr^^n^ 
this  context.    The  need  for  the  CPA  to  retain  his  or  her 
creat-es  a  very  strong  motivation  for  integrity  and  the  application 
of  ifeMflflrd  principles »    The  risk  of  losing  certification 
represents  a  potential  loss  of  a  career. 
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Financial  aid  administrator*  in  many  way*  fulfil*  a  similar  role 
in  educational  institutions,  through  their  responsibility  for  the 
administration  of,  in  many  cases,  aillions  of  dollars  in  federal 
student  aid.    Yet,  there  ara  today  many  in* tit ut ions  who  do  cot 
devote  sufficiant  rasourcas  to  the  person(s)  in  this  position,  or 
do  not  ahare  in  the  understanding  and  acceptance  of  the  need  for  a 
fully  qualified  individual  to  carry  out  these  duties. 


regional  and  atate  professional  organisations,  and  was  then 
dropped,  out  of  fear  for  the  legal  ramifications,    we  believa  that 
the  time  has  arrived  to  revive  this  question,  and  for  the  U.S. 
Department  of  Education  to  become  involved  in  the  development  of 
financial  aid  administrator  certification  standards. 


Some  years  ago, 
"Cgrtlfiffatjpn* 
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XXX.     STUDENT  *XD  DKUXVEM  SI STEM  MCOHMEM0ATXOHS 

The  problems  of  aid  fwckaging  end  delivery  have  existed  for  es 
long  ae  the  Title  XV  student  assistance  programs.    The  £«»plex 
system  of  aid  delivery  still  frustrates  sway  who  are  eligible  for 
and  deserve  Title  XV  assistance ♦ 

Racosastendina  aid  delivery  improvements  is  one  of  the  teven 
iS^nt  statutory  function!  of  the  Advisory  Committee  on  Student 
SSancial  Assistance,    We  will  leave  the  full  a^icu^^l^^loov 
possible  technical  »odif ications  in  the  Congressional  Methodology 
to  the  Committee,    He  do  however,  suggest  that  any  modifications 
consideredby  Si  Department  should  keep  these  basic  tenets  of  the 
current  system  in  mind: 

o  Simplicity 

*  a  basic  form  <6~10  data  elements)  for  those  whose 
family  income  does  not  exceed  $20,000  and  who  have 
virtually  no  family  contribution; 

*  standard  automatic  independent  student  definitions; 

*  simplified  verification  of  applicant  data. 

o  Integration 

*  of  the  existing  Congressional  Methodology  and  the  Pell 
Grant  eligibility  determinations. 

o  Decentralization 

*  of  application  processing  from  the  central  processor 
to  the  MDE  'need  analysis"  agencies. 

o  Equity 

in  the  allocation  of  limited  resources,  as  the  system 
seeks  to  treat  low,  middle,  and  upper  income  students 
fairly  in  the  application  and  awards  processes. 

The  recommendations  that  follow  are  designed  to  address  each  of 
these  principles. 
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A.    Application  raqm 

Me  wtoflit Lqu  tit   Develop  a  cq^a._wihgr^^iQgi-and  ■  gflMfla, 
AQOg"  tea  for  tit*  by  n«w  students  applying  lor  add. 

The  development  of  a  commop,  piroplificd  form  for  use  by  all 

students  in  Applying  for  aid  is  supported  by  current  lav  as  well 
as  by  the  Advisory  Committee  and  NASFAA .     in  the  past  few  years, 
as  dollars  must  be  stretched  further,  the  forms  have  become 
increasingly  complex,    some  of  this  complexity  is  a  result  of  the 
fragmentation  of  the  need  analysis  delivery  system,  whereby  four 
or  five  agencies  operate  somewhat  independently  to  create  a  form 
that  best  meets  the  needs  of  the  particular  institutions  that  the 
agency  serves. 

A  large  part  of  tnis  complexity  is  linked  to  the  fact  that  ojie. 
form  is  often  used  for  a  variety  of  categories  of  tax  filers  -~ 
1040E2,  104QA,  1040  and  non-tax  filers.    Thus  a  "short  form1*  tax 
f;ler,  like  a  non-tax  filer,  finds  himself  or  herself  filing  a 
"long"  financial  aid  application  form. 

The  common  form  thus  needs  to  be  created  to  allow  varying 
categories  of  applicants  to  complete  the  application  according  to 
their  tax  filing  status.     Some  data  elements  on  current  forms 
would  only  be  usei  by  "long-form"  1040  filers.     WhiU  we 
understand  the  mandate  from  Congress  to  create  a  form  that  clearly 
identifies  which  data  elements  are  needed  to  determine  the 
student's  "federal"  aid  eligibility,  this  distinction  between 
federal  and  non-federal  is  much  less  critical  to  U>J^Jtp&Ur&ni 
than  the  logic  and  ease  with  which  the  applicati.v.  is  completed. 

St£Oflwejidatloji_12  ?     implement  »  sAsa ii i c  a&U  2^  j*&o  r£e  r_ 
«Sfttt£fiti-0|U«o Xm  for  continuing  students . 

Qn£g.JJb^._£lu_d.gJit  has  initially  appliep1  for  aid,  we  believe  that 
renewal  appi icatjojis  can  be  shortened  and  simplified,  to  reflect 
only  significant  changes  since  the  last  application.     The  process 
as  it  exists  today  can  be  enormously  cumbersome,  and  frequently 
yields  only  minor  changes  in  the  student's  eligibility* 

Both  jns.t  u.U.tiail&  that  directly  serve  students  and  need  analysis 
&£r^i£ex£  who  have  been  involved  in  this  process  for  many  years 
are  in  the  fee^X-£Q££jhle_  posit  ion  to  make  recommendat  ions  on  the 
form  that  students  and  their  families  will  use.     Financial  aid 
administrators  and  other  application  processing  experts  must  be 
involved  in  a  partnership  approach,  to  improving  the  system  for 
continuing  student  applicants* 

R«comm?^*.t Jtl  t     Implement  lt?*UlMLt  *°&/ tft*?r*X*OY& rmejtd^ 
gpJ&^fckft&iag  to  replace  the  fees  currently  paid  by  *  udent*. 
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The  question  of  fall  *er  application  processing  needs  to 

be  resolved  through  a  cooperative  effort  between  the  u.s. 
Dftpartaeat  of  Education  and  the  need  analysis  servicers  who 
currently  charge  a  fee.    While  we  agree  that  the  fee  needs  to  be 
eliminated,  we  also  believe  that  institution*  and  the  tegeral 

aaaiaoaint       tea  prepared  to  t*tnr  thate  com. 
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ft,     Indsp*  ndmt  Student  n«£lnition 

KtCTtad>UML-U»    Bit* ta  the  four  current  "ttttgaatlg" 
Independent  student  categories  (Veteran,  over  24,  orphan  or  ward 
of  the  court/  has  dependents  other  than  spouse). 

The  change  in  the  independent  student  definition  made  in  1986  in 
many  ways  successfully  simplified  the  process  of  determining 
•elf-supporting  status,  by  creating  four  "flutgmqtlc"  categories  of 
Independent  students.    While  the  change  in  definition  was  expected 
by  ©any  to  reduce  the  number  of  independent  students  $  in  fact  the 
opposite  occurred.    We  believe  that  the  increase  in  independent 
students  results  flflt  from  the  change  in  definition,  but  rather 
from  the  Increase  in  adults  pur**p"g  postsecoftdary  education.  The 
Art  Institutes,  with  no  change  in  recruitment  methods  and  no 
special  marketing  to  part-time  adult  students,  have  experienced  a 
12%  increase  in  the  proportion  of  independent  students  from  the 
1985-86  award  year  to  the  1988-89  award  year. 

jlecoMsendation  #2?    Consider  sil  jather  gfaiflfttttg  for 
independent  status  based  on  professions''  jyflgaent. 

The  change  in  definition  whereby  students  under  24  who  can 
demonstrate  self-support  are  considered  independent  is  problematic 
and  difficult  to  administer.    Financial  aid  administrators  already 
have  the  authority  to  consider  a  student  independent  based  on 
their  professional  judgment.    Students  in  this  category  should  be 
considered  for  independent  student  status  through  the  same 
process. 
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fteconendation  lit  Limit  verification  to  date  titwoti  on  the  te* 
return. 

The  implementation  of  verification  of  student  application  data  is 
the  primary  mechanism  whereby  award  error  can  be  and  has  been 
reduced.    Over  the  years  since  "validation*  (the  predecessor  to 
verification)  was  first  introduced,  the  required  number  of  data 
elements  has  gradually  been  reduced.     Today  the  family's,  tflX 
return  represents  tb^sriliML-iSSR  that  must  be  obtained  in  order 
to  complete  the  verification  process. 

jfnfleeri,  we  Relieve  that  veri  f  icatiPH  JthQ* Id  in  fflCt  hg-iiwlttti-.-tiL 

sense  to  ask  a  family  that  is  and  ha*  always  been  supported  by 
public  assistance  to  restate  this  fact  aqain  on  another  form. 

ftecomme a ti on_J Z Authorise  exchange _pf  inf  orwatJ>pn  between 
the  central  federal  aid  processor,  the  need  analysis  processors, 
and  the  >J&§,  to  facilitate  verification  of  data. 

Tax  return  data  is  the  most  critical  fur  the  verification 
process.    This  datci  can  be  the  most  difficult  to  obtain.  Throi^h 
the  central   federal  student  aid  processor,  we  are  able  to  accesb 
Social  Security,   Selective  Service,  and  IKS  data,  but  nothing  from 
the  Internal  Revenue  Service.     £i££ ii^A^ n  9  £  at.  a  is,,, 
critical  to  the  frnurer_s^ug^M^ld^ e^ve,rx-Sn PC^SS lf 

Wh.le  implementation  nay  be  far  in  the  future,  we  believe  that  the 
Department  of  EMr.cat  ;on  should  i;ave  the  authority  to  provide 
access  to  applicant  tax  filing  dnta  through  the  central  federal 
processor.     Such,  an  interface  with  the  IRS  coald  be  u^ed  to 
confirm  the  tax  filing  status  of  the  parent/student,  ox,  at  tJ.e 
request  of  the  financial  aid  administrator  and  the  family,  to 
obtain  a  copy  of  the  tan  return,   or  compare  data  by  electronic 
means.     In  tr.e  State  of  Ohio,   for  example,  all  applicants  for  a 
etrtte  grant  rion  c  release,   so  that  the  Ohio  Board  of  Regents  can 
obtain  directly  a  ta^  return  for   selected  students. 

At  the  institution's  reqie:.t#  such  coitipar i sens  of  application/tax 
form  data  cculd  be  perfo;med  by  the  application  (need  anal>sis) 
processor,  as  a  special  service.     Data  could  be  obtained  through 
accessing  the  central  processor    (acting  as  a  ^aAij?.D.aX-^U^^l^Ll^- 
pat.a  janh) ,  and  then  oiocessecl  through  the  servicer. 

We  believe  that  restitutions  would  gladly  bear  some  of  tr.c  costs 
of  accessing  IRS  d*ta,  because  their  own  administrative  burden 
would  be  substantially  reduced. 
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RtfigftM edition  Hi    Gssbi&M  statutory  need  analysis  Kathode* ogles 
for  Foil  Grant  and  the  other  programs  into  one  SMthod,  tha  results 
of  which  are  need  differently  to  derive  award  amounts  for  the 
various  Title  IV  programs. 

Despite  the  appropriate  and  timely  addition  of  need  analysis 
methodology  to  the  statute  in  2986,  today  we  still  have  two 
ffiethodolnoios; 

o      The  Pell  Grant  formula,  which  produces  a  "Pell  Grant 
Index" ;  and 

o      The  Congressional  Methodology  formula,  which  produces  a 

'•Family  Contribution"  used  for  awardirg  Campus-Based  funds 
and  Stafford  loans. 

The  two  methodologies  are  similar,  but  the  results  are  used 
differently.    There  is  no  longer  a  strong  justification  for  two 
calculation  methods,    with  the  goal  of  simplicity  in  mind,  we 
therefore  believe  the  time  has  come  to  consolidate  into  one 
Congressional  Methodology,  with  one  result/  which  js  appUeti  .to 
the  various  programs  in  different  ways,  to  determine  actual  award 
amounts. 

R»cps^fptfa,ti9n.Ja '     Reduce  the  formulae  to  "simple"  end 
"regular*** 

Within  each  of  these  methodologies,  today  there  are  .four,  up.; que 
ealc.ujftUPfl  formulae: 

o  Regular, 

o  Simple, 

o  Dislocated  worke? , 

o  Displaced  homemaker. 

Federally-approved  need  analysis  systems  today  must  determine 
whigh  formulae  of  the  four  fit  each  applicant's  particular 
circumstances.    Both  the  dislocated  worker  and  the  displaced 
homemaker  formulae  are  seldom  used,  and  should  be  treated  as 
"special  circumstances"  for  the  Pell  Grant  program,  and  as 
"professional  judgment"  cases  for  the  other  programs* 

In  the  interests  of  simplification  for  the  aid  applicant,  the 
"simple"  formula,  nee^js  to  be  retained  and  expanded  in  Its^Ai&g,  to 
apply  to  all  families  with  incomes  uncjer  ?2p^00Q.    The  use  of  the 
simple  formula  for  non-tax  filers  and  lower  income  tax  filers 
should  result  from  use  of  the  "simple"  application  form. 
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Raco—  ndatiop  138     nmrLmm  trtiMtnf  of  dwnficat  itwflffn* 
iiralBfit  io  the  formula  to  mov*  iniquity. 

The  current  statutory  need  analysis  formula  contains  on©  inequity, 
in  its  treatment  fif  dependent  sUdcntS'  fe&M  yfiflg  g&TJlingft>  In 
effect,  the  results  of  the  student's  previous  employment  are 
counted  twice  in  arriving  at  the  family's  total  expected  family 
contribution;  firat  as  a  part  of  the  student's  *&xijm<  *nd  *«ond 
as  part  of  the  family's  base  year  income .     For  example: 

o      If  a  student  worked  in  1987,  and  saved  his  entire  earnings 
of  $3,000,  then  35%  of  his  savings  or  $1,050,  pijAS.  70%  of 
his  earnings  or  $2,100  would  be  included  in  his  family's 
contribution.    The  result  is  $150  mL£  than  his  Qross 
earnings,  and  substantially  more  than  his  net  earnings. 

While  a  proposal  to  reduce  the  percentage  of  wages  included  in  the 
family  contribution  to  50%  has  been  introduced,  we  suggest  that 
the  treatment  of  dependent  student  earnings  frg  rfttul^ti  W  the .. 
"Uniform  Methodology ;  technique. 

Under  this  alternative  calculation,  only  the  35%  of  savings  is 
included  in  the  family  contribution.     The  dependent  student  s 
wages  while  in  school  (not  the  base  yecr)  are  considered  a 
resource  to  meet  the  student's  need.    This  solution  recreates  ths 
incentive  for  family's  to  save  for  postsecondary  education,  and 
for  students  to  worfr  while  they  are  in  school. 
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X*    Role  of  the  "MDE*  end  Centre!  Processor* 

BflggaataAid^iaaJU t   Authorise  the  gurreat  Iffifc  jt*3_jMuUa*iJt 

Today,  we  need  a  student- centered  fleljvcry  system,  which  addresses 
not  only  the  form  the  student  completes  and  the  fee  that  he/she 
does  or  does  not  pay,  hut  also  iJia^yj&liklS  bagig^uslgrstfffl^inc.,, 
of  the  process  whereby  funds  are  delivered  on  a  timely  (or,  for 
good  reason,  on  an  untimely)  basis*    Major  obstacles  remain  in 
streamlining  the  delivery  system  so  that  it  ensures  timely 
delivery  to  students  in  need  of  help  to  pursue  postsecondary 
education . 

To  support  this  need  for  student  understanding  of  the  process,  %,h£^ 
roje  of  the  need  analysis-processor  (currently  CSS,  ACT,  USAF, 
CS1,  and  PHEAA)  needs  to  be  expended r    Under  this  decentralized 
processing  mode,  the  need  analysis  seivicer  would: 

o      Completely  process  the  student's  application, 

o      Transmit  data  to  the  Notional  Student  Aid  Data  B^nk 
(formerly  Central  Processor;  for  data  comparisons, 

o      Generate.'  a  Student  Aid  Report, 

o      Process  corrections, 

o      Communicate  311  of  these  processing  results  with  tnt 
institution  unticx  Electronic  Data  Exchange  (EDE), 

o      Communicate  electronically  with  various  guarantee  agencies 
to  transmit  application  dat^,  at  the  student's  request. 

Eventually,  we  believe  that  payment  processing  and  reporting  would 
be  beit^r.lyyidlcd.^  so  that 

application  and  award  processing  are  combined  into  a  unified 
process. 


Recommendation  «2:    EAtoA&ft&t. th«.. central  ^tpce&^x  **  euch. 

The  central  processor  should,  under  the  new  decentralized 
processing  mode,  be  invisible  to  the  student,  and  virtually 
invisible  to  the  institution.    The  role  of  the  central  processor 
should  be  limited  to  comparisons  of  data  received  from  the  need 
analysis  processors,  with  data  from  Social  Security,  the  INS, 
Selective  Service,  and  (eventually)  the  IRS . 

MCQflwen^etlon  13 :    Create  in  it*  place  a  gent r sj^feltf SiejLt  jtfjL 
flete  frsajs  for  repository  end  exchange  of  date. 
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The  central  processor  should  eventually  serve  ass  the  Hfl.t,ionttl 
Student  Aid  Uflth»r  tMn  ILOMll  Bank,  essentially  a  repository  of 
information  rather  than  a  processor.    The  n^eiUanaiyBlB^  t 
professors'  role  then  needs  to  be  expanded  to  a  lull  service 
processor . 

B£Cfi«iMftUoB_it8     Identify  •  new  «or  the  MDE 

Agencies* 

As  an  initial  step  in  this  decentralized  processing  transition,  a 
new  name  needs  to  be  identified  for  the  "MDE"  agencies,     "MDE  o: 
-Multiple  Data  Entry"  is  simply  a  throwback  to  the  change  made 
several  years  ago  whereby  the  approved  need  analysis  agencies 
rather  than  the  central  federal  processor  handled  the  actus  £*ta 
entry"  of  aid  applications  processed  through  those  agencies.  This 
terminology  is  not  meaningful  to  students  who  have  direct  contact 
with  the  agency  or  processor*     Let  us  suggest  for  the  moment 
»sjt_udent  financial  aid  procegspr"  as  an  alternative. 

While  some  progress  has  been  made  in  recent  years  to  improve  the 
delivery  system,  the  major  impact  of  electronic  processing,  tor 
example,  i^s^en^ajijisjj^^  ™e 
establishment  now  of  a  revised  definition  of  the  role  oi  tne 
servicer  would  encourage  the  process  of  decentral i2ed  services  to 
serve  students'  needs  best. 
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XV.     STUDENT  AID  PROGRAM  RECOMHEIfDAT 2 QUS 


Federal  student  aid  programs  were  originally  created  to  bridge  the 

?ap  between  the  student's  educational  costs  and  the  family's 
inanciai  resources.    First  and  foremost ,  we  urge  retention  of  the 
flCCti  frflgig  of  the  Pell  Grant,  Campus-Based  Supplemental 
Educational  Opportunity  Grant  (SEQG),  and  other  federal  program?. 
Merit,  except  for  the  present  "satisfactory  academic  progress" 
requirement,  should  not  be  the  besis  of  any  federally-supported 
Title  XV  award. 

Special  purpose  pxograms,  such  at  the  Paul  Douglas  Talented 
Teacher  Scholarships  and  the  Kobert  C,  Byrd  Merit  Scholarships,, 
present  ample  opportunities  for  targeted  merit-oriented  student 
aid.    Academic  scholarships  are  not  in  short  supply,  and  limited 
federal  resources  should  not  be  diverted  from  the  needy  who  have 
the  potential  to  succeed  in  college. 

Our  recommendations  for  the  various  student  aid  programs  which 
follow  are  based  on  this  premise:     that  the  jntent^of  _ federal 
iinancial  aid  is  to  helu  fil?  the  gap  ftetwee^  t;he  student's 
financial  resources  and  the  cost  of  attendance,  regardless  of  the 
academic  history  or  institution/^  choice  of  the,  student . 
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Bififlmtndftfc H >    D*v«lop  and  IwpltMBt  Multi-year  packaging  as 
m  mmma*  to  sncourAgt  student  coMitnot  to  co»plet»  th# 
program. 

Under  the  current  federal  aid  application  processing  system, 
institutions  can  make  only  fairly  short-term  financial  commitment? 
to  students  and  families.    Yet,  we  ask  the  family  to  begin 
planning  for  postsecondary  expenses  far  in  advance  of  entering  an 
institution. 

While  we  know  that  the  federal  student  aid  programs  are  controlled 
by  the  political  process,  and  therefore  subject  to  change,  these 
programs  on  the  whole  have  not  radically  changed  in  twenty  years  . 
The  regulations  are  more  complex,  but  the  neediest  students 
continue  to  receive  Pell  Grants  and  S£OGs,  while  middle  income 
students  generally  depend  more  heavily  on  loans. 

Like  the  aid  programs,   family  incomes  do  not  cftange  radically  from 
year  to  year.     Just  as  the  institution  couid  make  a  general 
multi-year  commitment  to  the  student  for  financial  help,  so  could 
the  family  make  a  long-term  commitment  for  its  contribution 
subject  to  change  as  a  result  of  altered  family  circumstances. 

As  e  means  for  access  to  postsecondary  education,   federal  student 
aid  programs  should  support  the  students'  gnpy-fiaed  access. 
fiUflgntS-do^aex,  enter. schoo;  planning  to  eXop .,gaJu.Jaat  the. 

IjflAaSLlaJ. , .aid  ^eJLlWXXjaLP.c&g.g.. ^lSl3£l^D£ouX0.a?S.       t  by  forcing 
students  and  J  ami  lies  to  make  their  way  through  this  complex 
process  at  a  minimum  once  a  year. 

We  believe  that  students  would  De  strongly  encouraged  to  stey  in 
school  if  they  have  even  a  qeneral  idea  of  how  they  will  finance 
the  entire  piogiam. 

Under  this  approach,    in  genera .1  terms"*: 

o  The  in*fiai  year  f_amA_ix  ro_n*  :  ib^t  a nt,  w>~]d  be  acsunec  to 
regain  t;,.-  &ame  ovi-x  a*  I  a'rader.c  years  jn  the  ^tudci.t '  t< 
program,  except  fox  ftati«to:y  increase?,  in  the  6tudc:;t'f- 
m:niir'.iir.  eontr  1  ration; 

°  AonaJ.  .roijt;.  woulc  be  pro  je-'teci ,  ha&ed  on 

nibtorically  typical  ir  creases'  ove:  the  pan   t  +  tfr  yecrt  ; 

0      ? vfi nd a r ci__r> a cka oj £>  o _£a.r.a r^JJML-  ha  s  ec  or   income   { d i * c u £ . e d 
beiow)  would  be  usee  to  aeternr;ne  tr,e  etodent's  in:* 
year  eligibility; 

o      Tne  B.id_pacJk£Qe  would  i>e  £  *  o^e^tjv.i  »  af.ee  or.  the  &*udc.*  '? 
initial  year  aid  p«ckao'%  "rat  *»grr  y  *  aca : n  ur ;       f  *  a r, (.*«'■ :  '* 
parameters  for  sec  2  no.   t  r. .  r  c ,   anC  ff^*rtn  year  stwC-n:  i 
that  packaging  "category, * 
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As  a  result,  the  student  could  have  4  reasonable  expectation  oi 
what  he/she  needs  to  save  or  earn,  how  much  will  be  grant  aid,  and 
how  smch  he/she  will  need  to  borrow  to  complete  the  program. 

furwsnrtafrlnn  H*    create  standard  packaging  "garaaettri*  in 
conjunction  with  grant /loan  standards  and  decent* Uised  tell 
processing  (below). 

While  we  do  not  propose  that  packaging  formulae  be  rigidly 
standard  for  oil  institutions,  we  believe  that  standard  packaging 
'parameters"  Ehftiiid  fee.  established.    These  parameters  would 
provide  a  framework  rjf  support  based  on  the  appropriate  grant/loan 
(work)  mix  and  the  decentralized  campus  awarding  of  Pell  Grants, 
discussed  below. 

BtaOfJMmdMtifttt  .13  *     Require  institutions  tg„ACCQunt  for  all 
resources;  needed  by  the  student  to  Met  his  or  her  need* 

While  institutions  are  currently  required  to  disclose  all  direct 
and  indirect  educational  expenses  to  students,,  many  institutions 
are  forced  in  the  packaging  process  to  leave  a  gap  of  unmet  need 
because  of  the  shortfall  of  funds,     Often,  this  unmet  need 
represents  students'  living  expenses  that  are  not  paid  to  the 
institution.     In  effect,  in  order  to  stay  in  school,  the  student 
is  forced  to  increase  his  family  contribution,  whether  the  student 
knows  it  or  not. 

Some  institutions,  including  The  Art  Institutes,  systematically 
ensure  that  ft&jistentff.  V.nder&^ng_,fr£a,;  .  reg,^uxc.^„wili,^^qee<jeg  t<?  , 
meet  .all  of  the  expenses  in  the  student's  budget.    This  may  mean 
that  the  actual  stude.it  contribution  must  be  higher  than  the 
Congressional  Methodology  results,  and  must  be  met  through  the 
student's  wages  from  part-time  jobs  and/or  additional  family 
support . 

If  the  manner  in  which  the  student's  need  will  be  met  is  jk>£ 
demonstrated  to  the  student,  we  suspect  that  the  institution  is 
creating  a  dropout.    The  "unmet  need"  factor  is  clearly  a 
potential  bombshell.     However,  we  believe  that  all  institutions 
must  address  this  issue  with  students  as  part  of  the  award 
packaging  process. 
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b*    gctut  Aid  vir  Ptbt  Purdto 

Keco— andation  t 

0      Develop  #n  appropriate  standard  grant/loan  **ttix"  baaed  on 
iacoM,  year  in  school,  and  Institutional  costs,  up  to  a 
fixed  dollar  saxiaiue  of  federal  aid* 

One  of  the  most  disturbing  trends  in  the  way  parents  and  students 
finance  postsecondary  education  has  been  the  major  shift  in  the 
overall  proportions  of  student  aid  awarded  in  the  fori?  of  g£a.rits^_ 

o      From  19/0-71  to  197b  76,  grant  aid  increased  from  66%  to 
80%  of  the  total  aid  awarded. 

o      Since  then,   grant  ei*  has  declined  overall  to  47%  in 

1*85-87,  while  loans  constitute  about  49%  of  the  total. 
The  balance  is  work  study. 

v      At  The  Art  Institutes,  grants  constitute  only  22%  of  total 
student  aid  financing. 

This  dramatic  shift   in  the  forms  of  aid  provided  has  sev#*x  »> 
implications  for  both  stuck      loan  defaults  and  access  oi  .priority 
and  other  needy  students  to  righer  education. 

Minority  access  to  higher  education  has  experienced  a  decline 
since  1975.     The  1987  Stfliuj  Report  m  HiflffiCiJtiM  in  tiiShSX 
EsiilfiflUojo  calJed  the  decline  in  the  Participation  of  black 

jj£AD    fiftS.  H.i  gp.ajU£c^«i&«is^ji.JgojB.t  secondary  education  a 
"crisis  of  substantial  dimensions, "  because  while  there  is  a 
significant  increase  in  the  number  of  minorities  graduating  from 
high  school,  there  is  a  corresponding  decrease  in  the  percentage 
of  minorities  electing  college  enrollment. 

The  decline  in  minority  enrollments  parallels  the  shift  from 
grants  to  loans.    Although  a  direct  connection  may  not  be  easily 
established,  the  relationship  appears  obvious.    Pell  Grant 
assistance  is  concentrated  on  low- income  students,  with 
approximately  801  of  all  recipients  coming  from  families  with 
incomes  below  $15,00C  per  year.     Since  black  and  Hispanic 
minorities  tend  to  be  concentrated  in  lower  socioeconomic 
categories,  any  reduction  in  grant  aid  -  in  real  or  dollar  value 
terms  -  would  adversely  affect  minorities  most. 

According  to  the  most  recent  data  available  from  UCLA's  Higher 
Education  Research  institute,  College  Posts  and  gtudent  Aid,  only 
16.  9t  of  first-time,  full-time  freshmen  received  Pell  Grants  in 
the  fall  of  1986,  compared  to  31.5%  in  1980.     That  represents  a 
decline  of  267,000  Pel}  Grant  recipients.    While  some  would  argue 
that  Pell  Grants  are  r.ow  utilised  by  mor*  students  obtaining 
vocational  job  skills  at  private  career  schools/  thus  accounting 
for  the  decline,  that  misses  the  real  point*    fteyess  to  higher 
education  for  jow~i,ncome  ytudentt,.  especially  minorities,  is 
primarily  a  function  of  ability  to  pay.    Offering  a  low-income 
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•tudent  x,hw  opportunity  to  acquire  $10,000  in  debt  over  4  or  5 
years  is  no  real  offer  at  all.     Yet,  from  the  federal  government's 
standpoint,  loans  are  viewed  *s  a  more  cost  effective  way  to 
finance  students. 

Today,  low  income  students  increasingly  depend  on  student  loans 
for  financing  education,  whereas  ten  years  ago,  most  would  have 
been  unable  to  find  a  lender  to  make  the  loan  px  would  not  have 
needed  it  in  the  first  place,  because  Pell  Grants  (BEOG)  then 
represented  a  higher  proportion  of  the  true  cost  of  attendance. 
We  must  ask  ourselves  whether  the  money  now  spent,  annually  for 
loan  defaults  would  be  better  spent  in  the  Pell  Grant  program. 

Grants  have  proven  to  encourage  retention  of  students,  whereas 
loans  are  a  deterrent  to  the  student  completing  his  or  her 
educational  program.     In  a  recent  report,  tne  Pennsylvania  Higher 
Education  Assistance  Agency  reported  on  the  success  of  tne  state 
student  grant  program,  which  provides  for  a  maximum  $2,100  grant. 
The  funding  has  increased  33%  in  the  past  three  years.    Now,  for 
example,  50%  of  applicants  from  families  with  incomes  in  the 
$36 , 000- $42 , ODD  range,  qualify  lor  the  program. 

The  study  shows  that: 

o      Needy  students  who  receive  grants  are  just  as  likely  as 
the  less  needy  to  remain  in  school; 

o     One  year  after  graduation,  more  than  80%  of  grant 

recipients  were  employed,  and  their  unemployment  rate  is 
Mil  the  rate  of  Pennsylvania's  total  labor  force; 

o      More  than  60%  of  student  recipients  from  the  lowest  income 
families  earn  more  in  their  first  year  of  employment  than 
tfteir  parents  did  in  the  students'  lfi£t  year  as  grant 
recipients . 

We  believe  that  the  time  is  here  to  face  the  growing  problem  of 
grant/loan  imbalance,  and  to  establish  the  appropriate  Qrant /.loan., 


The  mix  of  grants  and  loans,  and  the  student's  earnings  from 
part-time  employment,  should  be  based  on  two  essential  factors: 

o     The  student's  family  income;  and 

o     The  student's  year  in  school. 

Lower  income  students  should  receive  nigher  grants,  just  as  higher 
income  students  should  receive  a  significantly  greater  proportion 
of  loans  in  their  packages.    The  same  holds  U ue  for  year  in 
school - 


30  - 


9 

ERLC 


390 


As  a  concrete  example  of  this  approach,  we  are  enclosing  a  model 
"Source  of  Aid"  grid,  originally  developed  by  the  Association  ox 
Independent  Colleges  and  Schools,    We  believe  that  this  model 
accurate)y  reflects  the  concepts  we  propose,  over  a  four-year 
academic  program- 

Thus  the  proportion  of  Pell  Grant  vs.  other  types  of  aid  would  be 
mandated  based  on  income,  year  in  school  and  educational  costs, 
and  would  be  stated  in  ranges,  up  to  a  maximum  of  federal  aid.  V 
a  sense,  packaging  would  be  mandated,  to  the  extent  that  the 
appropriate  grant/loan  mix  would  be  a  part  of  federal  statute. 
Tied  to  this  would  be  changes  in  the  various  aid  programs, 
discussed  below. 

Required  pack^nc;  parameters  frased  on  income  aiisj^e^r_gja_j^jS>oJL., 
we  believe  must  be  thoroughly  examined  dui ino  the  Reaut hQXi rat ipn 

This  concept  we  Know  faces  etrong  objections  from  the  traditional 
four-year  colleges  and  universities,  who  already  believe 
mistakenly  in  our  opinion        that  short-term  programs  should  not 
have  access  to  greater  grant  financing,     if  one  of  our  overall 
ggals_  is  %a  help  students  complete  the  progrjMVf  then  the  laws 
governing  the  programs  need  to  fully  support  this  object iver 
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SOURCE  OF  AID 


First 

Academic  Year 

Income 

Total^JLLd 

Pell 

Camou'/  -Based  or 

GSL 

$6,000 

$4,800 

$1,200 

0 

10-12 

6,000 

4,000 

1,200 

600 

12-1* 

£     A  ii  rt 
O  ,  UUU 

y    ^  ft 

A  ,  *  v  v 

14-16 

6,000 

2,400 

1,200 

2,400 

16-18 

6,000 

1,600 

60C 

3,000 

18-20 

6,000 

8QC 

600 

4,000 

600 

20-22 

6,  000 

4fJ0 

0 

4,800 

800* 

22-24 

6,000 

200 

0 

4,800 

1 ,000+ 

NOTE:  For  each  subsequent  academic  year,  the  schedule  will  shift 
down  one  level  for  each  income  category. 


SOURCE  OF  AID 
Second  Academic  Year 


income 

SLS 

S4/fP3 

9 

0~±0 

6,  000 

4,  000 

1,200 

800 

10-12 

6,  000 

3,200 

1,200 

1 .200 

12-14 

6,000 

2,400 

1,200 

2,400 

14-16 

6,000 

1  ,600 

600 

14,000 

16-18 

6,  000 

800 

600 

4,  000 

600 

18-20 

6,000 

400 

0 

4,800 

800* 

20-22 

6,  000 

200 

0 

4,800 

1,000* 
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SOURCE  OF  AID 
Third  Academic  Year 


Income 

Campus-Based  or 

9/999 

999 

6,000 

2,400 

1,200 

2,400 

10-12 

6,000 

1 ,600 

600 

3,000 

12-14 

6,000 

800 

500 

4,  000 

14-16 

6,000 

400 

0 

4,600 

16-18 

6,000 

200 

0 

4  ,  800 

600 
800* 
1 ,000* 


SOURCE  Q*  AID 
Fourth  Academic  Year 


99/999 

91/799 

9 

9/999 

999 

9/99 

1/199 

1*299 

b,  0D0 

2,  400 

I  ,  200 

2  ,400 

10-12 

6,000 

\ ,  too 

600 

3,000 

12-14 

6,000 

SCO 

600 

4,000 

14-16 

6,000 

400 

0 

4,800 

16-18 

6,000 

200 

c 

4,800 
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o      M«ke  Grant  a  tmt  "•at ltl#««flt "  proorara,  with 

•  miltl-year  coMltM«nts  of  ftwa       made?  withia  f#d*r*l 
packaging  p«r*a#ter*,  and 

•  Administered  by  taa  institution. 

The  Pell  Grant  program,  originally  designed  to  be  the  floor  c>f 
financial  aid,  the  foundation  of  the  federal  student  aid  programs, 
has  been  turned  on  its  head.    Subject  to  the  vagaries  of  the 
Congressional  appropriations/budget  processes  and  the  whims  of  the 
Department  of  Education/OMB  estimators,  the  total  Pell  Grant 
appropriation  and  award  amount  is  often  uncertain  or  unpredictable 
to  students,  institutions,  or  even  the  Department  of  Education-  It 
may  be  the  last  rather  than  the  first  element  in  federal  student  aid 
packaging. 

Certainty  and  predictability  play  laroe  roles  in  affect iiiq_ thg__ 
enrollment  decisions  of  the  students  the  program  is  intended  to 
serve,  yet  the  Congress  and  Executive  Branch  refuse  to  take  the 
logical  step  toward  access  and  equity.     The  reason  quite  clearly  is 

Creating  a  true  Pell  Grant  entitlement at  least  in  the  first  two 
years  of  study,  would  have  predictable  impacts  on: 

o      Increasing  minority  access, 

o      Reducing  financial  barriers  for  low  and  middle  income 
students, 

o      Improving  £tudent  persistence, 

o      Reducing  student  loan  default  costs, 

o      Improving  the  tax  rolls  of  the  nation  by  having  more 
employed  citizen.  . 

The  cost  of  gross  defaults  is  currently  $1.9  billion.     It  is 
estimated  that  the  cost  of  making  the  Pell  Grant  program  a  true 
entitlement  is  $1  billion  annually.     Could  we  not  assume,  with 
mandated  packaging  guidelines,  that  borrowing  by  lower  income 
students  will  be  reduced  by  an  amount  equal  to  the  amount  of  new 
grant  funds? 

Just  as  we  believe  that  students  need  long  term  commitments,  beyond 
a  semester  or  year,  we  also  believe  that  the  assent  iff I  rafi9es  °*  *he- 
pei;  Grant,  package  should  be  known  in  advance.     In  a  decentralized 
processing  system  such  as  we  have  described,  the  Pell  Grant  award 
should  be  made  fry  the  financial  aid  administrator  within  federal 
awarding  and  packaging  parameters,  rather  than  by  a  central  computer 
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processor*    Sine*  the  early  days  of  SEOG  when  the  institution  merely 
Lerved  as  the  agent  for  delivery  of  funds  to  the  student , 
institutions  have  substantially  increased  their  flflminigt^j^ 
rfffponsibilitv  for  this  orooretn.    The  original  distinction  between 
the  "entitlement*  Pell  program  and  tne  campus-Based  programs  no 
longer  makes  sense. 

p»g«ntraiiged  control  *^  Ulfi  camouB  level,  within  mafrliffhgti.. 
tc^eyal  parameters,  would  serve  students  fcesu 
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*>*   fiMjglitttafcil  BflttSJ&JLttPil  QaMxtttatty  grtat  csfigg)  Exggrag 

atSfiWMfltofeteBL  91 '     Mtain  the  SEOO  program  as  m  critical  resource 
to  the  neediest  students; 

With  its  $4,000  maximum  award,  the  SEOG  program  represents  the  only 
real  possibility  for  students  to  attend  an  institution  with  costs 
ranging  from  52,000  -  $8,000,  without  acquiring  excessive  debt.  The 
1986  amendments  refocused  SEOG  awards  on  students  with  "exceptional 
need"  or  who  were  Pell  Grant  recipients.    This  change  is  in  Keeping 
with  our  recommendation  that  fifderal  packaging  parameters  establish 
an  appropriate  grant/loan  mix  based  primarily  on  family  income . 
This  program  should  therefore  remain  essentially  unchanged. 

&K«M£A4iUSiLJ5 s     Eliminate  federal  SSIQ  funding,  mnd  use 
these  appropriations  to  fund  SEOG  awards. 

We  recommend  elimination  of  the  authorization  of  funding  for  the 
SSIG  program  and  urge  that  the  amounts  appropriated  be  utilised  to 
f:*nd  SEOG  awards  to  needy  students.     The  SSIG  program  has  achieved 
its  statutory  objective.    Most  states  now  have  viable,  need-based 
state  aid  programs  and  appear  capable  of  administering  them  without 
further  federal  support. 
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B*    Perkins  Loan  Eroqrsw 

Bififlwtfljtotigai 

o     concern  Perkins  lato  «  Institution*!  IffM  grWil^  *ith 

•  so  new  federal  contribution* ,  and 

*  up  to  2$%  of  Parkin*  AfiflJU  en  AS  &QCQ«trCJ^tlggaa& 
repayment  fefitil* 

These  low  interest  (5%)  loans,  administered  from  the  campus,  have 
served  a  unique  role,  but  have  long  since  been  eclipsed  in  their 
importance  by  the  Stafford  Loan  program.    Many  institutions  have  had 
great  difficulty  performing  their  bank-oriented  loan  counselling  ard 
collection  functions. 

High  student  loan  default  rates  in  the  old  National  Direct  Student 
Loan  (HDSL)  program  were  a  prediction  of  the  present  loan  default 
rates  in  the  Stafford  Loan  program,  among  the  same  types  of 
institutions  which  enroli  large  numbers  of  low-income  students,  we 
recommend  turning  the  administration  of  this  campus-based  program 
over  to  the  institution,  ceasing  additional  capital  contributions, 
and  authorizing  institutions  to  make  up  to  25%  of  their  loans  on  an 
income  contingent  repayment  basis. 
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r*    Collco*  ttork  Study  Prog raw  (CTSP) 

Rtcomodit  ion  E 

o      Expand  CKSP  on ~ camp us  raployMnt  at  proprietary 
institutional 

Various  studies  of  student  persistence  in  postsecondary  education 
demonstiate  that  stqdqnts  wfrp  E-Q-lk  £.end  to  remain  in  school  longer , 
and  therefore  tend  to  graduate  more  often.     The  College  Work  Study 
program  has  been  an  important  resource  for  students  who  wish  to  work 
while  they  are  in  school. 

Retention  experts  also  tell  us  that  students  who  are  fflpre_  fully 

in&ggiiitjiri  APtp..Uift^c_tlyi^ies..Qf  ,the  Jju&UvLUojiJEeM.tP  petsist^ 
longer ,    This  integration  probably  extends  to  on-campus  employments 
Some  80%  of  Art  Institute  students  work  while  attending  classes,  but 
the  great  majority  of  them  work  off  campus.     We  believe  that  the 
restrictions  for  on-campus  CWS  employment  at  proprietary 
institutions  need  to  be  further  relaxed,  so  that  this  can  truly be  a 
Y-isJkl£  program  at  those. proprietary  ^nst.Uutipns,  that  choose,  to, 
fcftlJUcJj^ajLe.  • 

We  do  not  question  the  prohibition  against  involvement  of  CWS 
participants  in  the  schools'  recruitment  activities.  However, 
beyond  that  restriction  proprietary  institutions  under  current 
regulations  must  employ  CWS  workers  only  in  providing  direct 
services  to  students.     Under  the  strictest  interpretation  of  this 
rule,  a  public  university  can  employ  CWS  students  to  help  professors 
compile  research,  whereas  an  Art  Institute  student  cannot  assist  an 
instructor  in  any  way,  because  this  is  a  service  to  the  educational 
program  and  not  to  students.    This  restriction  to  providing  student 
gCEViCgg — is  discriminatory  and  should  pe  el  fc^'nated. 
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Kf  lUMfUtlaUuil  Hi  tkm  any  default  rate  "trigger"  to  the  population 
itnrtd. 

Today,  for  the  first  time  in  the  history  of  f ederally-i:«sured  loans, 
institutions  are  held  accountable  for  student  loan  defaults/  while 
they  essentially  have  little  or  no  say  in  whether  or  not  a  student 
receives  a  loan  cr  the  amount  of  the  loan.    Essentially,  the 
school's  certification  of  a  Port  B  loan  application  is  a  IgXCulfl- 
calculation ; 

Costs 

(Less  aid) 

(Less  family  contribution)  for  Stafford 

Equals  the  loa;;  amount,  assuming  the  student  has 
not  previously  defaulted  or  borrowed  the  maximum. 

Students  today  more  often  than  not  request  the  maximum  loan 
•entitlement. * 

Furthermore,  Stafford  loans  as  a  result  of  the  Higher  Education 
amendments  of  1966,  are  mandated  t&  regulation  to  be  &v_ft£dfcd  ?o 
students  based  on  ne<*d»     They  are  ael  based  on  cj^edjt.  worthiness, 
.g.Q-fiigngEfi*  ^qXIsX^xaI  t  £&Zb^±lQ»  from  a  faa>wn  job/  as  with 
virtually  every  other  loan  made  by  lending  institutions  in  our 
society. 

gtu^enx  Ijaajj  defflyjUs,  on  the  othei  hand,  appear  from  ail  available 
data  to  be  most  closely  related  to  the  income  or  educational  level 
of  the  student  borrower  and  to  failure  to  complete  the  course  of 
study.     Thus,  those  institutions  which  enroll  significant  numbers  of 
low  income  students  who  have  not  completed  high  school  or  received 
an  inferior  high  school  education  tend  to  have  higher  default  rates. 

These  institutions,  historically  black  colleges  and  universities , 
urban  four-year  public  and  community  colleges,  and  private  career 
schools,  share  a  common  bond.    They  took  seriously  the  federal 
government's  commitment  to  "access,"  "choice,"  and  equal  opportunity 
in  higher  education.    That  now  appears  to  have  been  a  questionable 
assumption  for  schools  serving  under -prepared  and  ability-to-bencf it 
students.     In  effect,  if  institutions  enroll  top  mgny  academically, 
"at-risk*  students  who  fail  to  complete  their  course  of  study  and 
then  default,  the  institution  must  bear  the  wrath  of  high  default 
rates*  for  doing  wJx&fc  t h e  Co n gr e s s  ma n j a t ej  in  the  first  place. 
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While  The  Art  institutes  do  not  primarily  serve  a  minority, 
disadvantaged  population,  we  nonetheless  believe  that  student  aid 
policy,  in  the  form  of  default  reduction  regulations,  has  been  made 
based  on  insufficient  information.     Since  1980,  a  number  of  studies 
have  been  conducted,  moat  notably  by  various  state  guarantee 
agencies,  which  link  borrower  characteristics  specifically  to 
defaults.    The  California  study  of  community  colleges  and 
proprietary  schools  published  in  1987  (Wilms,  Moore,  and  Bolus) 
finds  that  family  income  is  significantly  related  to  default  rate. 
Our  internal  studies  support  these  conclusions. 

Recently,  one  ot  The  Art  Institutes  conducted  an  extensive  research 
project  to  determine  the  causes  of  default.     The  results  of  this 
study  concluded  without  question  that  there  is  a  direct  relationship 
between  the  student's  family  income  and  loan  default.    Also,  the 
default  rate  at  the  Art  Institute  under  study  was  higher  than  the 
other  schools,  but  its  overall  family  incomes  were  lower.    Yet  the 
academic  programs,  admissions  standards,   recruitment  methods,  and 
administrative  policies  and  procedures  at  all  of  The  Art  Institutes 
are  essentially  the  same.    At  the  very  least ,  any  default  rate 
Exlgger ^.secj  ;o  ju^ae,  .institutions  must  t>*  Eased  £n  part  oi?  thq 
poft\UftUoa-£erved,  as  reflected  pn,  the  institution's  FISAP  report. 

No  matter  how  default  rates  are  calculated,  we  believe  that  they 
present  a  misleading  picture  of  the  problem  and  lead  to  no  real 
solution. 


Private  career  schools,  community  colleges  and  historically 
blac*  colleges  and  universities  have  served  as  the  real 
outreach  mechanise  for  implementing  the  federal  policy  of 
"access*  and  "choice"  and  equal  opportunity  in  higher 
education. 

Yet  many  a/a  X-jw  cost  spools,  and  Respite  high  default 

large  unjvsrs*ti*s  with  thousands  of  student  borrowers  and 

h.  ightr  costs,  in  rff f ecu,  ftid?  high  dollar  volumes  in 
oefsult..    For  example,  if>  the  CAD's  July  1989  study  of 
bttfjent  loan  defaults  GyaxantMd  Student  Loans  Analysis 

i.  fclcefieid  College  in  Virginia  had  a  borrower  default 
rate  ot  3.1%  repsessxiting  $1,250  dollars  in  default, 

While  cowling  Gxeen  st:at«$  University  in  Ohio  showed  a 
5. 0U  default  rate  with  $«4S,00S  in  default. 

2.     ITT  Technical  institute  in  Dayton,  Ohio  had  a  5.04i 
default  rate  with  $66,777  in  default, 

But  the  University  of  Pennsylvania  has  a  5.95%  default 
tfttfe  with,  $1,178, £64  dollars  xn  dtfauit. 


Sy.  C£^lLin.y  Pumb^^xftth.«LJtb^  in  default,  .the  calculation 

matted.  Jl  self  ma£frs  the  pro^effl, 
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fteco^sendation  12;  Require  *cboois  above  a  certain  default  rata 
fir  dollar  volume  of  loan*  in  default  to  employ  a  iuU-Umg Ji&ftlU 

School*  with  a  high  proportion  of  low  income  students  ana  thore  with 
a  high  dollar  volume  in  default  do  share,  howsver,  in  the  i*eed  for 
enhance^  jcryices  to  student  loan  borrowers  beyond  those  required 
under  current  statute  and  regulations. 

We  believe  that  all  institt-txcns  abuve  a  certain  default  rate  <«g.# 
201),  as  well  as  those  with  the  greatest  dollar  volume  in  dexault 
should  be  required  to  employ  a  ju^I-time i^JJLaUirjX-jnCi  )inowlotiS«^kl£ _ 
loan  default  coordinator  to  properly  counsel  student  borrowers. 
This  individual"  would  serve  as  the  student  s  heip^r,  teacher,  and 
advocate  in  the  student  loan  process. 

RtCffltttaglllofl  13:    Require  schools  that  primarily  aerva 
disadvantaged  students  to  provide  f x£ eji fi^v e . jfct_ud e at -^.MPj^Xt 

Institutions  that  serve  primarily  disadvantaged  students  must  be 
prepared  to  provide  extensive  student  EUPPPTt  _*-?rvlCSfif  including 
student  counseling,  assistance  with  part-time  ;icbs,  and  other 
services  targeted  to  the  population  served.     This  ir.ay  be  viewed  as 
•tougher"  standards  for  high  default  schools,  and  yet  it.  only  makes 
sense  for  an  institution  that  primarily  serves  disadvantaged 
students* 

8AC£j^n4*iAen_i! ;     Author i*e  s^ftooJU _JlP_ .h&L*~*-MX*&£*X-*.*X-±K~ 
the  lander*  and  ausrant^e^oj^l^t^t^s^MeAls  jjisjgr  a»d  in  loan 
•Mounts  approved* 

We  believe  that  lenders  and  guarantee  j&ssnfJ £f^h^*JtfLJi$lsL 
«jc^nlajt>is,  as  are  schools,  for  their  de?au)t  rates.     Today  lender 
and  guarantee  agency  default  rates  are  ££t  generally  available,  so 
institutions  arc  unable  to  properly  advise  students. 


The  Quality  of  loan^.oc_e_s^in^ad^^^C^  we  hav^  ~° 
can  have  a  substantial  impact  cn  the  institution's  defa 


found 
ult 


rate. 


Data  from  the  recent  studv  conducted  by  The  Art  Institutes 
discussed  above  confirms  the  very  &t£Qag.  rflfitlonthlT 
between  the  lender  or  guarantee  agency  used,  and  the 
student's  propensity  to  default. 

Since  many  guarantee  agencies  also  serve  as  loan  servicers, 
we  strongly  suspect  that  high  default  rates  in  part  stem 
from  inadequate  loan  servicing.     In  fact,  many  students  have 
contacted  us  in  frustration  when  they  are  not  billed,  or  are 
billed  for  the  incorrect  amount,  or  don't  understand  why 
they  are  being  billed  by  an  organization  unknown  to  them. 
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it  institutions  gsx^JiiLja  pptUi^.tj?  .jiPt  ■lqn<><ir/agftlMnt9r-.riotflult 

IQteg  to  advise  students,  competitive  market  forces  would  truly  be 
made  to  work,    of  course,  schools  also  need  to  be  freely  encouraged 
to  provide  good  information  to  the  student  consumer  when  he/she 
first  applies  for  the  lean.    Under  current  regulations,  institutions 
are  not  permitted  to  decline  fro  process  fl  loan  through  g  pftrtj^lar 
JAa&gj;  selected  by  the  student,  even  though  the  institution  may  know 
from  previous  experience  that  the  servicing  will  be  poorly  handled. 
Many  jnqt^tu tip DjLj2fiJ  j^y^g t  out  of  fear  of  encouraging  students  tc 
borrow,  that  they  are  not  evep  .permitted  tP  rccpmmend  lenders  if  the 
student  h^P  not  already  selected  one.    We  believe  that  just  as 
students,  should  be  able  to  make  informed  choices  among  institutions, 
so  fejhauliL.lhey  .ke._v»bie_lc_j£a^ 

SUd.eDi\j9i.^.  .p.ws?  .guciLjdyjcje.iikQui.  ko&.FJiirhJ^J&arjciaf.    vet  most 

simply  reqjeLt  the  maximum  Stafford  ar.d/ot   ShS,   primarily  because 
they  ofton  have  insuf  f  i  c  •  *i,t  alternatives  to  bori owing.     We  believ* 
that  Ar5tittttiro«?._s:»ojtfJri  be  given  a  greater  say  in  the  level  of  , 
ms&iiLujT. JLpejv ..ajsaeya 2 *  as  a  deiault  prevention  mechanism >    However , 
ultimately  the  n.-tjOi  uffoult  pxeventioi:  r.echanism  is  to  reduce 
borrowinc  hy  at  litk  stucentfr  thiovgh  a  major  restructuring  of  the 
student  aio  programs. 
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gggfl— aaflatiLfla  «i» 

o     c~»f  mi  student  losn  MMga»>  ""a  •  •"^••!dsta"crd 
portion  ha.ed  on  «»*ily  ineass,  ««d  an  wn sub* id isod 
cooven.ence  portion  which  could  ho  fully  consolldatsd. 

•     Inert *M  tPi*Ljh«Ll!iHmJjMn_*HfiJiB£t  according  to  th. 
student's  year  in  school  or  program  length. 

prorate  lean _*C sifiMM  downward  tor  portion*  of  an 
acadeaic  year. 

The  Part  B  student  loan  programs  have  become  an  enormously  complex 
group  of  programs  that,  despite  their  original  creation  as  loans  of 
convenience  for  middle  income  families:,  are  now  OJ^aary  p* 
aid  to  low  income  students.    Perceived  as  a  more  cost  effective 
financing  method  than  grants,  loans  have  m ushroomed ,  *  d  «  this 
increase  have  bright  the  inevitable  problems  of  skyrocketing 
default  costs.    EftlUflge.oj]  loans  as  the  bjUL^Jorrc  j*^*^ 
itHdfiflt  aid,  with  almost  SU .liiXLtojL  JjulgAOiUB&djL .fffl^n  flcatWPic  . 
year,  dictatftg  n  t-ertAin  portion  of  .defawr..  gmn  tne 
™la?tororoductioii.  lack  of  determination  of  credit  worthiness, 
thS  obsencc  cf  collateral  from  potential  borrowers,  and  the  present 
■needs  testing"  of  all  borrowers. 

From  the  standpoint  of  the  school,  ilie_sijidju&  ^lUM^aro^ 
pvrrly  complex  and  v?  rt  cal  l.y...igP^lbJJ^--^i^^-^-^^^- 
Simplification  of  the  loan  programs  should  be  achieved  by  redoing 
them  to  mtJ&xAtr&  and  w<Cz«LjX%  lean.    The  student  loan  should  be 
fl_Sabjjl^^  ^^^-^^  tSXiL-WiLSLS .  vi  tfc  the  Student  s 
SliOibiUty  for  the  Staf ford  portion,  and  the  federal  interest 
subsidy,  based  on  family  income.    The  student  should  also  be 
considered  for  an  unsubsidized  loan  (currently  StS>    which  would  be 
fully  consolidated  with  the  subsidized  loan  at  any  level  01 
borrowing.    Tne  maximum  combined  student  loan  should  vary  w.tn 
program  length  an^  year  in  school,  ai.d  should  be  proiated  101 
portions  of  an  academic  year. 

iMSamaS&aiXan  t2:     Implement  RttJlJUrryear .s.t«dent_lLn«_ff^cre<!*t. 

In  order  to  simplify  the  process  for  students,  one. jt3S|*lA. i-VAH- 
OESXlSJSUan  should  be  used  fci  both  "parts'  of  the  student  loan, 
^erthemulti-year  pachaging  concept  previously  introduced,  tre 
student  should  be  able  to  apply  for  a  LL^JM-XXealS  to  be 
established  based  6:.  the  initial  year  loan  application. 

lajBUlttUfias  would  then  have  C^g^-^^^-^^^flf-H^ert 
fl^l!XooiSlb^i.gi?£5_ aj,sL MtatofeidiJ*!. - PPxtiPJia  of  the  st-der.t 
loan,  based  on  standard  packaging  parameters  and  on  w« 
institution's  evaluation  of  the  true  availability  of  the  expected 
family  contribution. 
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The  unaubsidized  portion  of  the  Stafford  loan  would  be  considered  a 
'convenience*  loan  in  the  sense  that  it  provides  cash  flow  at  the 
beginning  of  the  term,  rather  than  throughout  the  term  as  it  is 
earned  by  the  student. 
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X.     PLOS  Proof* 

o     attmla  EMS  *«  *  parent  "cottveniance*  loaa. 

Under  the  concept  of  one  »turtent  loan,  and  one  parent  loan,  the  PUIS 
program  cuifii  be  retained.    The  PLUS  loan  was  created  as  a  loan  of 
convenience  for  parents  whose  family  contribution  is  not  inunediately 
available,  rouch  like  the  CSX.  program  was  in  its  original  form  some 
year*  ago.    Wo  believe  that  this  is  an  important  source  of  financing 
for  many  students,  and  should  be  retained  without  substantial 
change . 
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SLS  Prograa 

o      tegllCtJEbfi  with  an  uasubsidisad  Stafford  loan* 

The  SLS  procram  became  necessary  when  the  Stafford  loan  became 
need-based  in  1986.    It  has  served  many  adult  and  working  students 
as  the  only  form  of  assistance  available.     It  has,  however,  been 
misused  as  a  virtually  automatic  family  contribution  replacement. 
Many  borrowers  are  unaware  of  consolidation,  or  are  unable  to 
consolidate  because  their  total  loan  balance  is  below  the  statutory 
raininmm  of  $5,000.    We  therefore  believe  that  students  would  best  be 
served  by  the  replacement  of  the  SLS  with  a  fully-consolidated 
unsubsidized  Stafford  loan. 
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K.     J^nmm  gontlnaant.JUHHI  BCBW 

tbi  P*rt»p^«»  <l*fitS4  «t  the  in.tit«tlon  •  dl.cr.tlon, 
«•  p.rt  of  tfco  ae*  cwpu.-oper.ted  Perkln.  Lo.n  progr«), 
bocauao  of  tha  attest'*  aooraoua  repayment  obUaatioa. 

The  concept  of  en  income  contingent  loan  weld  be  more  "tractive  if 
«tal  box  rowing  were  at  a  lower  levol.    As  c»rrently  sta^. 

Vhff  ff*wri"ri  repayment  of  an  incPW-canUflaaniagfln-^.,  s  ™p*y  \w 
^tiCe  for  uTtoom.    We  do  not  be Uev.    hat  forcing  a 
borrower  to  repay  in  some  canes  three  tin-es  what  ^  or  she  na- 
originally  borrowed  falls  with  the  Congressional  intent  for  the 
Title  XV  programs.     The  real  problem,  and  ^PUljt_I«afifinabl-«_ 

dftht   financing  as  a  J  oiJLJiLJBl^B£-.«AI^-CA«tl_ftjtgASlAPfifi  • 
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TKf:  wAU  STNEET  JOCKKAI.  MONDAY,  MAgCH  P.  lyk) 

Review  &  outlook 

College  Prices 


KWiJrhtr  hut  Iris  fh.it  some  m»m 
de  nh  u!  th**  11 urv  limn  are  beginning 
to  figure  out  wh.it  pure  s|»*lls  I  *ol 
lege  administrators  1st  ply  h.ive  tw-n 
palling  themselves  oft  the  twrk  be 
cause  tuition  increase*  fur  the  routing 
yenr  are  smaller  than  th*^  c>f  past 
years  The  University  of  Mirtiiwn  is 
raisin*  turn.*  6  IT.  after  las?  year  * 
increase  Lehigh  I'mversiu'stu 
\im  bnn$t  if  7  ?"  .  the  smallest  rtse  it, 
li  years  Administrators  also  not* 
their  Ci*t  cutting  measure*  Cutumbia 
will  (reeif  ib  rntral  admtmstratwii 
budget  thti  year  That  mhw  colleges 
rut  longer  wvir.  uj  think  the  sky  s  th*- 
limit  m  ttiitKKi  increases  ckvsn  t 
mean  that  students  and  their  parents 
shoutit  fall  on  their  knees  in  gTituude 
And  they  aren't 

At  Syracuse  t'mverwtv.  which  re 
rcnily  announced  that  annual  <«*ts 

Will  Fl5-»  3t)OVP  St7.ftU.  Student*  hr-llf 

nt*  protest  sign*  during  a  hasMhaH 
game  on  national  television  Simtlai 
fuiUnfl  protests  have  begun  In  appear 
elsewhere  i at  (he  I'mveruiy  of  Mi 
ami,  students  parad**d  with  a  r«ffm  tit 
memory  of  affordable  tumon  i 

These  students.  r«»  df*jb?  ree<>gm2e 
iru!  OespHe  some  of  fh#»  pubhCtfed 
hold  downs  cm  tuition,  retire  costs 
pr.tbabl*  wilt  riv  faster  than  th*-  rale 
of  inflation  far  the  Mth  year  in  a  n>* 
Tuition  at  effte  colleges  has  been  n> 
ffijf  especially  fast  In  20  vrars.  at 
cording  to  a  Merrill  Lynch  studv.  it 
will  cost  about  to  finance  an 

l\\  League  education 

Kor  a  liHig  time,  colleges  have  bevn 
able  to  rely  on  the  fart  that  manv  par 
t  !;is.  auitous.  atxHi?  their  e  hi  kite  li  s  fa 
tote,  wtU  pav  dearly  fur  a  rnllege  di 
phmta  But  th.it  may  change  as  mure 
pettple  prv  owl  information  about  the 
4iuJ  s|»  :».im>f  th-es  it(  IW' 
trii:  *Jtt«tfi\ 


The  amounts  of  rtK^>e>  invoUeil 
throofftKHit  higher  e4uc»tH>n  h*i  be 
conte  i\i££t  <in$  TrtaJ  untven»ity  en 
diiwnient*  *iooe  doubled  befwem  \m 
aiK}  l*r  it>  54", 9  blliwn.  and  increased 
sit  aO'iitlonal  list  year  JYmce 
ttftt.  for  e*antp*e.  has  an  endowment 
of  12  b  oil! Km.  Drsplte  the  fart  that 
Kmte  o|  the  better -endowd  school 
nvay  be  earning  tens  Of  thousands  of 
dollars  annyaily,  prr  student,  from 
their  invested  endowntonk.  they  con 
tmue  to  charge  berween  and 
ttu,QQQ  for  tultKiR,  fees,  roufit  and 
bi\ird  Where  don  the  money  pcT 

Vtwiors  to  many  coilefe  "aifiinises 
uxity  observe  new  faclHue*  gom^  up 
even  a*  the  number  of  students  m 
e^ch  class  remains  toe  same,  The 
new  btiljdtngs  are  likely  to  be  si  indent 
renters,  sports  compJeaes  or  researrh 
institutions-  the  kinds  of  farilitjes  that 
viil  impress  potential  apphrants 

These  com  nut  men  ts  are  not  with 
out  value,  but  in  a  recent  essay  in  the 
American  Schotar.  education  consult 
am  Jay  Ambery  sqrjrested  that  col 
lege  administrators  sometimes  seem 
mure  interested  in  attracting  stiKlenu 
than  educating  them  Colleges  today 
use  sophisticated  marketing  tech 
mqu**s.  slick  brochures  and  traveling 
rnrufte^s  to  attract  stuoVnis.  Case 
Western  Reserve  in  Cfeveland  sppnt 
about  SI  4  million  last  year  oo  recruit 
ment.  about  $2,700  per  freshman  I* 
spile  this  competition"  for  apph 
ranu.  the  rests  iamtlies  rttUKt  bear 
simply  leap  upward,  with  no  evidence 
that  the  school*  feel  any  n*fd  f.t  r«m 
pi'te  on  ptk-e 


TN  V  S  >1i*  *  h.tw  the  Ih'vI  unuer 
sit>  system  in  the  w<»rkJ.  and  jca 
deirirs  are  pn>ne  to  argue  lhai  it  the 
nation  wants  the  best  it  must  pay  Mr 
ii  Hu?  the  qeesTfon  prersmg  it^if  mt<j 
trw  debate  tod.-y  is  Are  the  studrnt«w 
paying  the  fteight  actually  getting  an 
appropriate  return  share  of  the 
schools'  financial  resourres  and  com 
miirnentt?  There  are  notabre  f 
lions,  but  too  often  It  looks  as  if  the 
s*" bonis  e^t&t  mainly  for  the  benefit  of 
the  faculty 

Considerablf  rt»oney  k  being  spem 
lo  rreste  research  jobs  for  teachers, 
and  favore<d  professors  receive  ap 
rxjrntments  as  senior  fellows  (>ne 
fringe  benefit  of  these  pro»notiotts  is 
<tften  a  reduced  obligation  to  spend 
time  with  the  tuition  paying  under 
graduates. 

Among  the  (enured  prvfessor*  »ho 
do  work  In  the  classroom,  th*'  load 
rsn  t  hes\*y.  A  Carnegie  Commission 
study  conducted  ut  l&i  revealed  thai 
the  average  workload  has  declined  t<» 
about  seven  hours  a  week,  down  frwi , 
i'i  hours  several  decades  ago  At  elir«* 
schnott.  the  teaching  kud  is  iiKelv  t«> 
be  tivr  hour*  a  week  one  seinestet 
and  two  hi*urs  the  next  The  )oo  «cu 
p^e^  30  weeks  a  year.  The  average  sal 
ary  for  a  university  professor  is  Si2. 

The  wt>rkk«d  often  falls  on  grad 
uatt-  students  or  on  gypsies  '  aca 
demies  who  can  f  find  a  fV'rtnanet.t 
job  and  who  travel  from  sch<n»l  t»> 
school  picking  up  nssignrtients 

The  Justice  Department  is  invest! 
paring  56  schools  for  colluding  on  tu 
ittnn  and  schoLirshsps  Many  of  the 
colleges  have  admitted  \a  actmns  thai 
can  be  described  as  at  teasi  coliegiat 
TuitUtfis  at  Dartmouth.  Harvard, 
f'enn,  Oberlm,  Trinity  and  Vale  alt 
w»*te  wifhtn  |*#  of  each  other  in  !?s? 
TIh  botfum  lutr  is  thai  it's  time  tor 
the  people  who  fun  Colfrges  foOV\ofe 
Mtntf  effort  to  subj«fls  .ilreadv  fartiil 
i;<r  ti  tfretr  studenlv-  pttres  market^, 
dipt.'inas  and  dept 
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EDUCATION  MANAGEMENT  CORPORATION 


TESTIMONY  OF  ROBERT  B .  KNUTSON,  CHAIRMAN  AND  CEO 
EDUCATION  MANAGEMENT  CORPORATION 
PITTSBURGH,  PENNSYLVANIA 

GOOD  MORNING,  MR.  CHAIRMAN  AND  SENATOR  SPECTER .     I  AM  PLEASED  TO 
JOIN  VOU  AND  THE  MEMBERS  OF  THE  SUBCOMMITTEE  ON  LABOR,  HEALTH 
AND  HUMAN  SERVICES  AND  EDUCATION  APPROPRIATIONS  AS  VOU  CONSIDER 
THE  FISCAL  VEAR  1991  APPROPRIATIONS  FOR  THE  DEPARTMENT  OF 
EDUCATION.     AS  WE  ENTER  THE  LAST  DECADE  OF  THE  1990s,  WE  FACE  NO 
MORE  CRITICAL  CHALLENGE  THAN  TO  EDUCATE  AND  TRAIN  OUR  PEOPLE  FOR 
THE  EMPLOYMENT  OPPORTUNITIES  AND  PRODUCTIVITY  DEMANDS  IN  OUR 
FUTURE. 

WE  AT  EDUCATION  MANAGEMENT  CORPORATION  HAVE  ONLY  A  SMALL  ROLE  TO 
PLAY  IN  FULFILLING  THAT  OPPORTUNITY  AND  MEETING  THAT  DEMAND,  BUT 
THOSE  OF  US  IN  THE  PROPRIETARY  OR  PRIVATE  CAREER  SECTOR  OF 
HIGHER  EDUCATION  HAVE  A  MAJOR  ROLE  TO  PLAY  IF  AMERICA  IS  TO  MEET 
THAT  CHALLENGE. 

MY  COMMENTS  TODAY  REFLECT  THE  COLLECTIVE  PERSPECTIVES  OF  THE 
EIGHT  ART  INSTITUTES  WHICH  ARE  PART  OF  EMC,  AND  ARE  LOCATED  IN 
PITTSBURGH  AND  PHILADELPHIA,  PENNSYLVANIA,  ATLANTA,  GEORGIA, 
FORT  LAUDERDALE,  FLORIDA,  DALLAS  AND  HOUSTON,  TEXAS,  SEATTLE, 
WASHINGTON,  AND  THE  COLORADO  INSTITUTE  OF  ART  IN  DENVER.  WE 
ENROLL  12,000  STUDENTS  ANNUALLY  FROM  ALL  50  STATES  AND  45 
FOREIGN  COUNTRIES.     SOME  40%  OF  OUR  STUDENTS  PREVIOUSLY  HAVE 
ATTENDED  OTHER  POSTSECONDARY  INSTITUTIONS. 
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WE  ARE  REGIONALLY  AND  NATIONALLY  ACCREDITED.     WE  OFFER  ASSOCIATE 
AND  BACHELOR  DEGREES,  AS  WELL  AS  CERTIFICATES  THROUGH  OUR 
EVENING  CONTINUING  EDUCATION  PROGRAMS.     COLLECTIVELY ,  THE  ART 
INSTITUTES  ARE  THE  NATION* S  SINGLE  LARGEST  SOURCE  OF  COMMERCIAL 
ARTISTS;  AND  ARE  MAJOR  TRAINERS  OF  PHOTOGRAPHERS ,  INTERIOR 
DESIGNERS r  PERSONNEL  FOR  THE  RETAILING.  MUSIC  AND  VIDEO 
INDUSTRIES. 

THE  EIGHT  ART  INSTITUTES  HAVE  BEEN  IN  OPERATION  FOR  AN  AVERAGE 
OF  32  YEARS  EACH,  AND  MY  COMPANY  HAS  COMMITTED  MORE  THAN  $90 
MILLION  OF  PRIVATE  CAPITAL  TO  FACILITIES  AND  EQUIPMENT  TO 
EDUCATE  OUR  STUDENTS.     OUR  1,700  FACULTY  AND  STAFF  MEMBERS  SHARE 
IN  THE  OWNERSHIP  OF  EMC ,  AND  THEIR  INTEREST  AND  PRODUCTIVITY 
CONTRIBUTE  TO  THE  SUCCESS  OF  OUR  STUDENTS  AND  OUR  COMPANY. 

WE  ARF  PROFESSIONALS  IN  THE  MANAGEMENT  OF  STUDENT  FINANCIAL  AID 
FUNDS.     OUR  STUDENT  LOAN  DEFAULT  RATES  AVERAGE  LESS  THAN 
COMMUNITY  COLLEGES  NATIONALLY. 

WE  MAINTAIN  CONTACT  WITH  3O,D00  EMPLOYERS.     ALMOST  90%  OF  OUR 
GRADUATES  ARE  SUCCESSFUL  IN  FINDING  EMPLOYMENT  IN  THE  FIELDS  FOR 
WHICH  THEY  WERE  TRAINED. 

WE  GIVE  OUR  STUDENTS  TECHNICAL  SKILLS,  JOB  SKILLS  AND  LIFE 
SKILLS  -  QUALITY ,  INTENSIVE,  SPECIALISED  EDUCATION  THAT  WORKS. 

THE  UNITED  STAVES  TODAY  HAS  A  POSTSECONDARY  EDUCATION  SYSTEM 
THAT  IS  THE  ENVY  OF  THE  WORLD  FOR  ITS  DIVERSITY.     STUDENTS  COME 
TO  OUR  COUNTRY  TO  EXPERIENCE  WHAT  THEY  CAN* T  FWD  AT  HOME.  THEY 
ATTEND  OUR  COLLEGES  AND  UNIVERSITIES  AND  OUR  PRIVATE  * 
PROFESSIONAL  SCHOOLS  SUCH  AS  THE  ART  INSTITUTES. 
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OVER  HALF  OF  OUR  POSTSECONDARY  VOCATIONAL  EDUCATION  IS  PROVIDED 
BY  PRIVATELY  OWNEP  SCHOOLS  WHICH  DELIVER  CAREER  EDUCATION  AT  A 
SMALL  COST  TO  THE  TAXPAYER  AND  ARE  AN  IMPORTANT  NATIONAL 
RESOURCE  ►     MOST  HAVE  HIGH  COMPLETION  AND  JOB  PLACEMENT  RATES  - 
THE  BEST  IN  OUR  POSTSECONDARY  EDUCATION  SYSTEM. 

EVERY  YEAR  HUNDREDS  OF  THOUSANDS  OF  STUDENTS  GRADUATE  FROM 
PRIVATE  CAREER  SCHOOLS  AND  FILL  JOBS  NEEDED  BY  OUR  SOCIETY. 

PROJECTIONS  FOR  THE  WORK  FORCE  IN  THE  YEAR  2000  TELL  US  THAT  A 
BACHELOR'S  DEGREE  WILL  NOT  BE  REQUIRED  FOR  A  MAJORITY  OF  JOBS. 
SOME  TRADITIONAL  EDUCATIONAL  INSTITUTIONS  HAVE  INDEED  DISCOVERED 
THIS  FACT  AND  HAVE  DEVELOPED  SPECIFIC  JOB  TRAINING  PROGRAMS 
DESIGNED  TO  PREPARE  STUDENTS  FOR  THE  WORLD  OF  WORK.     IF  THIS 
COUNTRY  IS  TO  COMPETE  EFFECTIVELY  IN  THE  WORLD  ECONOMY  IN  THE 
YEARS  AHEAD,  WE  MUST  TODAY  SUPPORT  A  VARIETY  OF  POSTSECONDARY 
EDUCATION  OPPORTUNITIES. 

IN  THE  TIME  ALLOTTED  TO  ME  TODAY  I  WANT  TO  DIRECT  THE 
SUBCOMMITTEE'S  ATTENTION  TO  SEVERAL  ISSUES  OF  IMPORTANCE: 

THE  LOAN  DEFAULT  PROBLEM  DID  NOT  OCCUR  OVERNIGHT:  IT  WILL  NOT  GO 
AWAY  OVERNIGHT* 

THE  PROBLEM  OF  STUDENT  LOAN  DEFAULTS  HAS  PREOCCUPIED  BOTH  THE 
EXECUTIVE  BRANCH  AND  THE  CONGRESS  FOR  THE  PAST  TWO  YEARS.  LAST 
YEAR'S  $1.9  BILLION  APPROPRIATION  FOR  DEFAULTED  LOANS  DROVE  HOME 
THE  POINT  MOST  FORCEFULLY  —  HOW  MUCH  BETTER  OFF  WOULD  LOW 
INCOME  STUDENTS  AND  THE  NATION  BE  IF  $1,9  BILLION  WERE  BEING 
ADDED  TO  THE  PELL  GRANT  PROGRAM? 
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THE  PIECEMEAL  SOLUTIONS  OFFERED  IN  MOST  OF  THE  LEGISLATION 
DEBATED  IN  CONGRESS  OH  INCORPORATED  IN  THE  JUNE  5,  1989,  FINAL 
REGULATION  ON  STUDENT  LOAN  DEFAULT  PREVENTION  TREATS  THE 
SYMPTOMS,  NOT  THE  PROBLEMS  WHICH  CAUSE  LOAN  DEFAULTS  IN  THE 
FIRST  PLACE. 

STUDENT  LOAN  DEFAULTS  DID  NOT  EMERGE  OVERNIGHT,  AND  NO  MAGIC 
WAND  WAVING  OR  BLAME  PLACING  WILL  CAUSE  THE  PROBLEM  TO  DISAPPEAR 
OVERNIGHT. 

IN  THE  FIRST  YEAR  OF  FULL  FEDERAL  FUNDING  OF  THE  BASIC  GRANT 
PROGRAM  IN  1975,  THE  MAXIMUM  GRANT  PER  YEAR  WAS  $1,400. 
ASSUMING  THAT  EDUCATION  COSTS  HAVE  INCREASED  BY  AN  AVERAGE  OF  8% 
PER  YEAR  OVER  THE  PAST  14  YEARS,  THE  PELL  GRANT  TODAY  SHOULD  BE 
MORE  THAN  $4,000.     INSTEAD,  XT  IS  $2,300. 

HOW  CAN  ANYONE  EXPECT  THAT,  WHEN  LOANS  ARE  SUBSTITUTED  FOR 
GRANTS,  THERE  WILL  BE  ANY  DIFFERENT  RESULT  THAN  AN  INCREASE  IN 
LOAN  DEFAULTS . 

AND  I  NEED  TO  MARE  A  POINT  THAT  CONTINUALLY  IS  MISSED  IN 
COVERAGE  OF  STUDENT  LOAN  DEFAULTS  IN  THE  MEDIA  AND  ON  CAPITOL 
HILL: 

STUDENT  LOANS  ARE  MANDATED  BY  LAW  TO  BE  AWARDED  TO  PEOPLE 
BASED  ON  NEED.     THEY  ARB  NOT  BASED  UPON  CREDIT  WORTHINESS, 
CO- SIGNERS,  COLLATERAL,  OR  CASH  FLOW  FROM  A  KNOWN  JOB,  AS 
WITH  VIRTUALLY  EVERY  OTHER  LOAN  MADE  BY  LENDING 
INSTITUTIONS  IN  OUR  SOCIETY. 
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IS  A  LOAN  DEFAULT  A  DEFAULT  WHEN  IT  SHOULD  HAVE  BEEN  A  GRANT  IN 
THE  FIRST  PLACE? 

IT'S  A  QUESTION  OF  ALLOCATION  OF  NATIONAL  RESOURCES.     ARE  WE 
GOING  TO  INVEST  IN  OUR  CITIZENS ,  OR  NOT? 

THOSE  SCHOOLS  SERVICING  THE  LOW  INCOME  POPULATION  -  MANY 
PROPRIETARY  SCHOOLS ,  URBAN  AREA  COMMUNITY  COLLEGES,  AND 
HISTORICALLY  BLACK  COLLEGES  -  SHARE  A  COMMON  SITUATION:  THE 
GREAT  MAJORITY  OF  THEIR  STUDENTS  PAY  BACK  THE  LOANS  THEY 
RECEIVE,  BUT  A  LARGE  MINORITY  DON'T. 

SIMPLY  PUT,  FEDERAL  POLICY  FORCES  LOW  INCOME  EDUCATIONALLY 
AT-RISK  STUDENTS  TO  BORROW  TO  PAY  FOR  POSTSECCNDARY  EDUCATION* 
THESE  SAME  STUDENTS  ONCE  RECEIVED  GRANTS,  AND  BORROWED 
SIGNIFICANTLY  LESS  OR  NOTHING  AT  ALL  WHEN  THE  GRANT  AID  WAS  MORE 
AVAILABLE  AND  COLLEGE  COSTS  WERE  LOWER. 

WHILE  IT  WOULD  BE  A  MISTAKE  TO  DB~ EMPHASIZE  THE  IMPORTANCE  OF  A 
STUDENT'S  FAILURE  TO  REPAY  A  DEBT,  IT  IS  IMPORTANT  TO  KEEP  IN 
MIND  THAT  THROUGHOUT  THE  HISTORY  OF  THE  GUARANTEED  (NOW 
STAFFORD)  STUDENT  LOAN  PROGRAM,  THE  NET  STUDENT  LOAN  DEFAULT 
RATE  HAS  REMAINED  BETWEEN  10%  AND  15%.    THE  UNSPOKEN  FACT  IS 
THAT  THE  DEFAULT  RATE  IS  10% -13%  OF  A  GREATLY  INCREASED 
OUTSTANDING  VOLUME.     FEDERAL  POLICY  AND  RISING  COLLEGE  COSTS 
CREATED  THAT  INCREASED  VOLUME* 

IF  CONGRESS  IS  SERIOUS  ABOUT  REDUCING  LOAN  DEFAULTS,  IT  MUST 
STOP  FORCING  LOW  INCOME  STUDENTS  TO  BORROW  TO  PAY  FOR  COLLEGE, 
AND  CREATE  A  BETTER  BALANCE  BETWEEN  GRANT  AID  AND  LOAN 
ASSISTANCE. 
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WE  RECOMMEND  THAT  THIS  SUBCOMMITTEE  INCREASE  THE  PELL  GRANT 
MAXIMUM  TO  AT  LEAST  $2,500.     IN  ADDITION ,  WE  RECOMMEND  AN 
INCREASE  IN  THE  APPROPRIATION  FOR  THE  SUPPLEMENTAL  EDUCATIONAL 
OPPORTUNITY  GRANT  (SEOG)  PROGRAM  TO  $500  MILLION  TO  SUPPORT 
MODEST  INCREASES  IN  INDIVIDUAL  AWARDS  OR  NEW  AWARDS  TO  STUDENTS 
-  THEREBY  REDUCING  THE  LOAN  DEPENDENCE  OF  LOW  INCOME  STUDENTS* 
WE  ALSO  URGE  THE  MEMBERS  OF  THIS  SUBCOMMITTEE  TO  RETAIN  THE  FY 
1990  FUNDING  LEVEL  FOR  THE  STATE  STUDENT  INCENTIVE  GRANT  (SSIG) 
AND  THE  PERKINS  FEDERAL  CAPITAL  CONTRIBUTION  ♦ 

THERE  ARE  OTHER  IMPORTANT  FACTORS  IN  THE  STUDENT  LOAN  DEFAULT 
PROBLEM ; 

-  GOVERNMENT  FINANCIAL  AID  PROGRAMS  AND  REGULATIONS  THAT 
ARE  A  NIGHTMARE  OF  CONFUSION; 

-  BANKS  WHICH  HAVE  DONE  AN  APPALLINGLY  BAD  JOB  OF  LOAN 
SERVICING  AND  COLLECTION; 

-  AND  A  FAILURE  TO  MONITOR  SCHOOLS  AND  LENDERS  IN  A 
COORDINATED  WAY. 

THE  SCHOOL  ACCREDITING  ORGANIZATIONS ,  THE  VETERANS1 
ADMINISTRATION,  THE  RESPECTIVE  STATES,  THE  U.  S.  DEPARTMENT  OF 
EDUCATION,  THE  INSPECTOR  GENERAL  AND  OTHERS  ALL  HAVE  INFORMATION 
ON  THOSE  WHO  ENGAGE  IN  QUESTIONABLE  OR  FRAUDULENT  PRACTICES  - 
AND  INFORMATION  ISN'T  SHARED,  IT  ISN'T  COORDINATED. 

THAT  CAN  BE  FIXED  IF  ALL  THE  PARTIES  ARE  DIRECTED  TO  WORK 
TOGETHER.     IT  MUST  BE  DONE* 
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THE  DEPARTMENT  OF  EDUCATION  HEEDS  THE  FULL  SUPPORT  OF  THIS 
COMMITTEE  IN  ORDER  TO  CARRY  OUT  ITS  CRITICAL  OVERSIGHT 
RESPONSIBILITIES .     HOWEVER,  THIS  SUPPORT  NEEDS  TO  COME  NOT  ONLY 
IN  THE  FORM  OF  ADDITIONAL  FUNDING  FOR  THE  INSPECTOR  GENERAL,  BUT 
ALSO  IN  THE  FORM  OF  TRAINING  AND  MANAGEMENT  SERVICES  TO 
PARTICIPATING  INSTITUTIONS  •    THE  LAST  TEN  YEARS  HAVE  SEEN  A  30% 
REDUCTION  IN  DEPARTMENT  PERSONNEL.  WHICH  MUST  BE  RESTORED  IN 
ORDER  FOR  THE  DEPARTMENT  TO  TIGHTEN  UP  THE  IMPORTANT 
INSTITUTIONAL  ELIGIBILITY  PROCESS ,  AND  FOR  THE  DEPARTMENT  TO 
IMPROVE  ITS  ABILITY  TO  WORK  WITH  THE  NATIONAL  ACCREDITING 
AGENCIES  AND  WITH  THE  STATE  REGULATORY  BODIES. 

IF  THE  DEPARTMENT  HAD  MADE  THE  NATIONAL  STUDENT  LOAN  DATA  SYSTEM 
OPERATIONAL  AFTER  THE  1986  HIGHER  EDUCATION  AMENDMENTS  WERE 
ENACTED,  AND  CONDUCTED  PROGRAM  REVIEWS  -  SOME  REAL  DATA  ON  THE 
SOURCE  OF  THE  PROBLEM  FROM  AN  INSTITUTIONAL  DOLLAR  VOLUME 
PERSPECTIVE  WOULD  BE  AVAILABLE  -  WE  MIGHT  BE  WELL  ON  OUR  WAY  TO 
REDUCING  LOAN  DEFAULTS »     INSTEAD,  WE  ARE  ANXIOUSLY  AWAITING  THE 
RESULTS  OF  OUR  INITIAL  EFFORTS* 

PROVIDING  ADEQUATE  RESOURCES  TO  PROPERLY  TRAIN  CAMPUS  STUDENT 
AID  OFFICIALS  IN  ALL  OF  THE  TECHNICALITIES,  NUANCES  AND  DETAILS 
OF  THE  NUMEROUS  CHANGES  IN  THE  LAW;  THE  REGULATIONS  AND 
DEPARTMENTAL  POLICIES  AND  PROCEDURES,  AS  WELL  AS  FOR  THE 
EFFECTIVE  AND  ESSENTIAL  MONITORING  OF  ALL  TITLE  XV  ELIGIBLE 
INSTITUTIONS,  IS  CRITICAL.    PREVENTING  ABUSE  AND  ERROR  AND 
AVOIDING  DEFAULTS,  IS  VITAL  TO  THE  SUCCESS  OF  THESE  PROGRAMS. 
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IN  THE  TRIAD  OF  INSTITUTIONAL  OVERSIGHT  BODIES,  THE  STATES 
TRADITIONALLY  HAVE  FULFILLED  THE  CRITICAL  ROLE  OF  PROVIDING  FOR 
CONSUMER  PROTECTION  *    WE  BELIEVE  THIS  FUNCTION  APPROPRIATELY 
BELONGS  TO  THE  STATES,  BUT  THE  DEPARTMENT  OF  EDUCATION  MUST 
STRENGTHEN  THE  MINIMUM  STANDARDS  FOR  STATES  IF  THE  STATE  LICENSE 
IS  TO  REMAIN  A  BASIS  FOR  INSTITUTIONAL  ELIGIBILITY  FOR 
PARTICIPATION  IN  TITLE  IV  PROGRAMS. 

WE  FIRMLY  BELIEVE  THAT  THE  TRADITIONAL  ROLES  OF  THE  DEPARTMENT 
OF  EDUCATION,  THE  STATES  AND  THE  ACCREDITING  ORGANIZATIONS  MUST 
BE  MADE  TO  WORK  AGAIN  IN  ORDER  TO  REDUCE  OR  ELIMINATE  THE 
OPPORTUNITIES  FOR  ABUSE.     CREATING  SEPARATE  PROGRAMS  FOR 
•VOCATIONAL*  STUDENTS  IS  INAPPROPRIATE,  NOT  ONLY  BECAUSE  A  LARGE 
MAJORITY  OF  POSTSECONDAKY  EDUCATION  NOW  IS  EMPLOYMENT  ORIENTED. 
BUT  ALSO  BECAUSE  WE  WOULD  THEN  NEED  TWO  SETS  OF  BUREAUCRACY  TO 
MANAGE  POSTSECONDAKY  TRAINING*     LET  US  INSTEAD  TRY  TO  MAKE  THE 
CURRENT  OVERSIGHT  SYSTEM  WORK* 

YOU  WANT,  AND  WE  WANT,   ACCOUNTABILITY  IN  HIGHER  EDUCATION .  WE 
THINK  CONSUMERS  OF  EDUCATION  SERVICES  AT  ALL  KINDS  OF  SCHOOLS 
SHOULD  KNOW  WHAT  THEIR  CHANCES  ARE  OF  COMPLETING  A  PROGRAM  OF 
STUDY;  AND  WHEN  THEY  DO,  WHAT  THE  ODDS  ARE  OF  GETTING  A  JOB  IN 
THEIR  FIELD  OF  ENDEAVOR. 

DEFAULT  INITIATIVE  HAS  BEEN  IN  EFFECT  FOR  LESS  THAN  A  YEAR. 
THERE  WERE  MAJOR  CHANGES  IN  THE  SLS  PROGRAM  JUST  THREE  MONTHS 
AGO*    MANY  SCHOOLS  AND  LENDERS  HAVE  JUST  STARTED  THEIR  DEFAULT 
REDUCTION  EFFORTS.     THERE  HAVE  BEEN  A  HUGE  NUMBER  OF  CHANGES  IN 
THE  LAW  IN  RECENT  YEARS,  MANY  NOT  YET  TRANSLATED  INTO 
REGULATIONS. 
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IT  IS  NOW  TIME  TO  SHARK  SOLUTIONS •     WE  THEREFORE  SUPPORT  THE 
CREATION  OF  A  NATIONAL  DEFAULT  REDUCTION  TASK  FORCE,  HADE  UP  OF 
ALL  OF  THE  VARIOUS  PARTIES  INVOLVED  IN  DEFAULT  REDUCTION, 
INCLUDING  SCHOOLS,  LENDERS,  GUARANTEE  AGENCIES  AND  THE 
DEPARTMENT  OF  EDUCATION.    WE  ASK  THIS  COMMITTEE  TO  PROVIDE  THE 
DIRECTION  TO  CREATE  SUCH  AN  INITIATIVE,  UNDER  THE  RESPONSIBILITY 
OF  THE  DEPARTMENT  OF  EDUCATION .    ONLY  BY  JOINING  FORCES  CAN  AN 
ENVIRONMENT  BE  CREATED  WHICH  WILL  SUPPORT  CREATIVE  SOLUTIONS, 

IN  CONCLUSION:     WHAT  WE  ALL  WANT  IS  TO  PRESERVE  THE  DIVERSITY  OF 
OUR  POSTSECONDARY  EDUCATION  SYSTEM.    THIS  IS  ITS  STRENGTH. 
FREEDOM  OF  CHOICE  AND  EQUAL  ACCESS  ARE  ITS  FOUNDATION. 

AS  A  NATION,  OUR  MOST  IMPORTANT  INVESTMENT  IS  EDUCATION ,  BECAUSE 
IT  IS  OUR  FUTURE. 
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221  W.  4!*  Street -fth  Fin 
New  York  NY  10036 
(212)  302*2224 


Paralegal  Institute 


Senate  f  ermiBtnt  Sybccinmittee 


Fa*2i2-2214I6S0 


March  S,  1990 

Senator  Sam  Ntstin,  Chairman 

Smite  Permanent  Subcommittee  on  Investigations 

United  States  Senate 

Washington,  D.C.  20510 


Re:  5  Reasons  Wlyy  Proprietary  Schools  Fail, in  JAcirAlfainfl 
Dear  Senator  Nunn: 

I'm  writing  this  letter  to  give  you  the  benefit  of  my  18  years1  experience  as  a  proprietary  school 
owner/director.  Yon  should  Have  this  information  for  your  current  investigation,  and  I  volunteer  my  live 
testimony  if  it  would  be  helpful. 

I  founded  Paralegal  Institute  in  1972,  and  since  1985  we  have  been  a  participating  school  in  federal 
financial  aid  programs  (OS t- Stafford,  SLS.  Plus  and  we  are  Ml-cuafifted).  Also,  I  am  an  attorney 
(Harvard  Uw  School  *62)  and  worked  in  several  Wail  Street  law  firms  as  an  associate  years  ago.  I  am  a 
director  and  the  treasurer  of  the  New  York  State  Association  of  Career  Schools,  a  trade  association  for 
proprietary  schools. 

1  use  the  term  "failure"  below  to  refer  to  the  proprietary- school  problems  your  subcommittee  is  inves- 
tigating such  as  higher  defaults,  inadequacy  of  training,  unsatisfactory  job  placement  rates,  unacceptably 
low  completion  rates,  overcharging,  excessive  hours  of  training  for  the  skills  being  taught,  and  fraud 
used  to  induce  students  to  attend  proprietary  schools. 


The  re  'sons  for  this  failure  of  these  and  related  federal  financial  aid  programs  fall  into  these  main 
ca«gone$: 

a.  Original  failure  of  state  regulatory  bodies  to  detect  or  deal  directly  with  fraud  or  alleged 


b.  Subsequent  excessive  and  irresponsible  state  regulation  of  proprietary  schools. 

c.  Change  of  the  quality  of  borrowing  student  in  1986. 

d.  Misuse  of  statistical  proof  by  VS.  Office  of  Education,  Congress  and  proprietary -school 


e.  Excessive  requirement  for  a  program  to  qualify  for  financial  aid  (500-hour  minimum). 


fraud. 


critics. 


424 


419 


II.  Chanyes  Which  Arc  Needed 

a.  knact  federal  legislation  to  preempt  state  laws  re^ulutiim  proprietary  schools  to  the  extent  such 
laws  differ  from  she  stale  law  regulating  the  competing  non-degtve  socutional  programs  of  degree  grant 
ing  school*. 

b,  Enact  federal  legislation  to  permit  student  borrowing  to  attend  vocational  programs  of  any 
length  and  regardless  of  accrcdit-iiion  at  any  school  (as  long  as  suite  licensing  requirements  (see  V 
above),  if  any.  an?  met. 

e.  Enact  federal  legislation  to  require  participating schools  to  pa>  (through  deduction  made  prior  to 
the  school's  receipt  of  the  funds,  as  default  risk  premium  insurance)  percentage*  of  their  tuition  (paid 
out  of  financial  aid  as  distinguished  from  ihe  ordinarily  larger  borrowed  amount)  to  reflect  the  seniors 
default  rateisl  and,  perhaps,  with  a  lower  factor  built  in  {possibly  as  an  offset  or  credit)  for  [audited  or 
verified}  placement  performance 

d.  Enact  federal  legislation  to  eliminate  as  much  as  possible  of  the  red  tape  surrounding  the  finan- 
cial aid  program*,  paperwork  requirements,  mm  educational  governmental  jjoals  (drugs,  military  af  • 
fidavfts.  etc.)  audiTs.  limitation  agreements,  and  the  like,  or  use  the  school  deductions  to  lore  federal 
employees  who  will  maintain  the  needed  records  in  the  school  for  the  US  government's  benefit  to  con 
vert  participating  seh<x>ls  to  educational  institutions  from  their  present  status  as  paper-treating,  paper 
filing  paper  inventorying,  paper-retrieving  and  paper  auditing  subagcncic-sof  government.  Small 
schools  canmtf  perform  the  paperwork  requirement  adequately  and  the  risks  of  having  to  repay  tuition 
for  paperwork  failures  are  too  high  and  the  costs  for  all  schools,  students  and  society  are  too  high 

e.  Enact  federal  legislation  to  require  default  (and  placement)  statistics  to  be  reported  and  com- 
t*arcd  <m  a  basis  that  permits  non-degree  vocational  continuing  education  programs  of  degree- 
granting  school*  to  be  compared  with  the  programs  of  proprietary  schools,  with  s  *nc  factors  built 
m  for  deimmstrated  educational  risks  (such  as  welfare  recipient  and  income  or  asset  le  vcl  of  student 
population,  and  unemployment  rate  in  the  community  served,  which  would  require  a  change  in  the 

resent  "cohort"  system  of  lumping  all  statistics  together  for  a  participating  school  with  multiple 
ranches  in  multiple  regions  ot  the  country). 

f.  Enact  federal  legislation  to  permit  participating  schools  to  train  persons  on  welfare  at  the 
school's  own  expense,  with  the  school  to  be  paid  compensation  expressed  as  a  percentage  of  the  money 
saved  the  federal,  state  and  city  governments  on  their  combined  welfare  costs  fi>r  the  school**  successes 
and  nothing  at  all  for  the  school  s  failures.  Attached  is  a  letter  sent  to  you  previously  in  which  this  urn  * 
que  proposal  is  set  forth  at  length. 

111.  Explanation  of  "I.  Reasons  for  Failure  Categorized" 
a.  Original  failure  of  state  regulatory  bodies  to  detect  or  deal  directly  with  fraud  or  alleged  fraud. 

The  steady  increase  in  state  regulation  of  proprietary  schools  seems  to  result  directly  from  the  failure  of 
state  regulatory  bodies  to  detect  fraud  and  deal  directly  with  it  under  the  general  anti- fraud  laws  of  the 
state.  In  other  words,  they  failed  to  go  into  court  to  stop  the  alleged  fraud  (perhaps  because  there  was  lit- 
tle or  no  fraudV  If  the  state  agencies  had  brought  suit  against  schools  committing  fraud,  the  perceived 
need  for  additional  legislation  to  cure  the  actual  or  perceived  fraud  would  have  been  far  less  or  non  exts 
tent  Bui,  because  the  state  agencies  were  unable  to  perform  the  simple  task  of  regulating  fraud,  they  (or 
someone,  perhaps  the  higher-education  competition)  clamored  for  additioal  laws  to  be  administered  by 
the  agencies  which  had  failed  in  their  efforts  to  administer  the  [anti-fraudj  law  in  the  first  place.  And 
when  these  new  laws  regulating  proprietary  schools  proved  insufficient  to  eliminate  the  actual  or  per- 
ceived fraud,  the  pressure  (from  the  agency  of  proprietary  school  competitors)  clamored  for  additional 
legislation  against  tm>rmetarv  schools,  which  we  all  agree  hasn't  resulted  in  any  cure  for  the  problem  of 
why  proprietary  schools  "fair  in  the  sense  defined  at  the  omsct  above,  it  seems  that  failure  in  regulation 
has  been  treated  as  the  signal  for  more  of  the  same  medrcine.  which  the  results  predictably  (to  tho.se  of 
us  who  are  in  the  regulated  industry)  the  same.  State  regulation  of  proprietary  schools  and  the  results 
seem  quite  comparable  to  the  well  publicized,  total  failure  of  bureaucratic  regulation  in  the  Soviet 
economy.  I  would  be  Si 00  that  you,  as  one  of  the  persons  writing  new  legislation,  have  no  idea  whai 
regulation  proprietary  schools  have  to  put  up  with,  or  what  the  effect  such  mis- regulation  has  on  perfew 
mance  by  the  school.  Let  its  continue  with  the  story..,. 
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b.  Subsequent  excessive  and  irresponsible  state  regulation  of  proprietary  schools. 

To  explain  how  excessive  and  irresponsible  stale  regulation  of  proprietary  schools  has  become.  1  urge 
thai  you  trad  our  complaint  against  the  New  York  Slate  Education  Deparmun?  (the  ~SEDM)  ami  its  offi- 
cials* a  copy  of  which  is  enclosed.  In  case  the  complaint  is  separated  from  this  letter.  I  will  cite  several 
instances  of  excessive  and  irresponsible  regulation.  In  New  York  State,  a  proprietary  school  is  not  per- 
mitted to  run  any  kind  of  classified,  space  advertisement,  rai'Hi/cahte/rv  commercial  unless  every  word 
is  approved  in  advance  in  writing  by  the  SED.  Schools  are  tike  airlines.  We  have  seats  to  sell,  and  once 
the  mane  takes  off.  unsold  seats  are  a  loss  to  the  airline  (and  school).  It  takes  the  SED  about  2-  3  months 
on  the  average  to  approve  a  -Mine  classified  ad  which  has  been  first  submitted  for  review.  Of  course, 
the  SED  docs  not  review  any  advertising  at  ail  which  is  run  by  the  competing  non-degree  vocational 
programs  offered  by  the  degree-granting  schools.  Also,  none  of  our  students  may  be  en  ml  led  except  by 
a  licensed  sales  person.  It  takes  the  SED  about  2  months  on  the  average  to  issue  a  license  to  a  salesman 
who  has  transferred  from  one  proprietary  school  to  another.  During  this  time,  the  school  is  obliged  not 
to  make  any  sales  (unless  they  have,  hopefully,  another  licensed  salesman).  Also,  because  of  the  delay 
of  several  months  in  being  able  to  hire  a  replacement,  a  school  is  unable  to  discharge  a  salesman  (who  is 
committing  fraud  or  other  unsavory  acts)  because  the  school  will  be  without  income  from  such  sales  slot 
for  n  period  of  2-3  months,  which  would  be  a  penalty  of  perhaps  10  enrollments  per  week  (or  $10,000 
per  week  because  of  the  delay),  hit  yourself  in  the  place  of  a  movie  theatre  owner,  car  manufacturer  or 
nolitician  -  how  could  you  run  your  activity  it  you  had  to  wait  2  3  months  for  approval  ($40,000  to 
$60,000  substitution  "penalty"  in  lost  tuition  income)  each  time  you  fired  and  replaced  an  errant  or  bad 
salesman  or  similar  tuition  loss  each  time  you  needed  to  change  your  advertising  to  reflect  program  up 
dates  or  changes. 

The  most  important  thing  to  remember  is  that  licensing  of  proprietary  schools  must  be  divided  into  2 
aspects:  (:)  what  licensing  docs  for  the  school  -  income,  and  Oi)  what  the  school  does  for  this  privilege  - 
revenue  outgo.  Licensing  as  a  benefit  to  the  school  is  solely  to  provide  incoming  revenue.  I*  fV  i,c 
revenues  are  cut  off,  such  as  by  the  state  ag.-ncy  failing  to  issue  the  required  advcrtising-cotiv  a\  ;>ioval 
or  saieman  license  on  a  timely  basis,  the  sole  benefit  to  the  school  is  partially  lost  forever.  The  cumula 
live  effect  of  these  losses,  time  af'.er  time,  waiting  for  these  2-3  montn  delays  to  obtain  approvals  as  to 
every  step  of  the  regulated  school  business,  is  destructive  of  the  school's  ability  to  perform  on  the 
"outgo*  or  performance  half  of  the  equation  •  the  school's  obligations  to  perform.  This  is  the  single 
most  important  reason  for  the  "failure*1  you  arc  investigating.  You  must  be  made  aware  of  this,  and 
remember  that  the  competing  non-degree  vocational  programs  of  degree -granting  schools  are  not  so 
regulated. 

Another  problem  is  that  it  takes  about  one  year  to  be  able  to  substantially  revise  or  replace  a  proprietary 
school  program,  with  all  the  filings  and  prior  approvals  required  before  ihe  changes  can  be  implemented 
at  all  levels  of  regulation:  state,  accrediting  and  federal  No  wonder,  then,  that  proprietary  schools  are  in 
many  cases  giving  out-of-date  instruction.  We  need  to  be  able  to  update  or  change  our  curricula  far 
faster,  without  all  of  the  state,  accrediting  and  federal  red  tape  (the  most  arduous  red  tape,  of  course,  is 
the  state  red  tape,  which  creates  the  one 'year  delay). 

Thus,  when  you  wonder  why  proprietary  schools  arc  deteriorating,  one  sure  answer  is  that  by  excessive, 
arbitrary  and  discriminatory  regulation,  proprietary  schools  arc  being  prevented  from  doing  the  job  we 
set  out  to  do,  and  are  being  compared  with  schools  which  are  not  similarly  handcuffed  or  handicapped 
We  need  an  end  to  this  mindless  regulation,  and  in  its  place  I  make  the  proposals  outline  in  "II,"  above. 

Maybe  now  you  can  see  why  NYS,  the  state  with  the  most  excessive  regulation  of  proprietary  schools, 
is  also  the  state  with  the  greatest  default  rate.  One  follows  the  other  Excessive  regulation  means  that 
the  school  is  concentrating  its  most  valuable  management  time  on  regulatory  jwiperwork  instead  of  on 
new  and  improved  programs,  and  excellence  of  instruction  and  placement  Congress  should  relieve  us 
from  mindless  state  regulation  by  preempting  the  excesses,  on  the  basis  that  such  excesses  prevent 
proprietary  schools  from  performing  their  duty  as  participaring  schools  under  federal  law  .See  my  cor 
respoodence  with  the  U.S.  Justice  Department  which  is  attached  hereto. 
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c.  Chang*  uf  the  quality  of  borrowing  student  in  1986, 

In  1986.  the  federal  statute  was  changed  to  require  that  borrower  show  need.  In  other  words,  as  of  thai 
time,  borrowers  had  to  show  that  they  were  unable  to  pay  off  the  loan  as  a  condition  to  receiving  the 
loan.  At  least  many  bankers  would  say  this.  Also,  students  who  previously  were  entitled  to  grants  be- 
cause of  their  impoverished  condition  had  to  take  out  student  loans.  After  changing  the  category  of  bor- 
rowers from  a  {roup  including  middle -class  and  affluent  persons,  to  a  group  consisting  of  comparatively 
impoverished  persons,  the  default  rate  went  up.  What  else  would  you  expect?  Anyone  could  have 
predicted  this  result.  The  lower- income  persons  find  it  more  difficult  to  succeed,  have  more  problems  to 
overcome,  and  have  no  capital  or  family  assets  to  fail  back  on  to  pay  off  student  loans.  Our  NYC  high 
scharis  nroduce  poor  results,  the  top  or  the  graduates  go  to  college  (and  have  lower  default  rates)  and 
many  of  the  remainder  opt  for  vocational  school  training  (and  have  higher  default  rates).  The  city '  s 
community  colleges  have  a  muck  higher  rton-compkikKt  rate  and,  1  believe,  defiuit  rate  than  the 
city's  proprietary  schools.  You  should  look  into  this.  But  this  is  no  surprise.  We  are  all  aware  that  the 
longer  the  program  the  higher  the  drop-out  rate.  Why  a  higher  default  rafie  for  proprietary  schools  (in 
comparison  to  NYU)  surprises  Congress  surprises  me.  To  compare  proprietary  school  minion  with  the 
lower-cost  programs  in  public  schools,  you  must  add  back  the  amount  of  taxes  and  charitable  funding 
which  supports  the  public  student's  studies,  otherwise  the  comparison  is  unfair  and  deceiving.  You 
could  argue  that  no  student  should  attend  Yak  using  federal  financing  if  he  could  get  into  a  tree  public- 
ly- supported  college 

d.  Misuse  of  statistical  proof  by  U.S.  Office  of  Education,  Congress  and  proprietary -school  critics. 

Statistics  which  compare  the  default  rates  of  the  graduates  of  Yale  with  the  graduates  of  a  300- hour 
trade  school  for  persons  not  college  bound  is  obviously  faulty.  Comparison  of  a  300- hour  trade  school's 
default  rate  with  NYU's  default  rate  is  also  flawed*  because  any  problems  with  NYU's  competing  non- 
degree  vocational  programs  are  buried  within  NYU's  default  rates  for  its  medical  school,  law  school, 
PhD  and  Master's  programs,  etc.  You  are  expecting  too  much  from  statistics  wh^h  any  statistician 
would  say  are  faulty.  Also,  statistics  which  don't  take  the  local  welfare  and  employment  rate  into  ac- 
count would  also  seem  to  be  flawed,  as  is  the  failure  to  take  the  income-level  of  the  area  surrounding  the 
school,  or  the  type  of  program  which  the  school  is  offering.  In  other  words,  if  a  school  wants  to  take  per- 
sons  off  of  welfare,  and  achieves  a  50%  rate,  is  this  not  worth  it  to  the  U.S.  government?  Wouldn't  you 
hand  out  $2,000  to  anyone  who  could  (for  that  amount)  take  a  person  off  welfare?  How  many  persons 
can  any  other  federal  or  state  agency  take  off  for  that  per- person  pnee?  -  should  be  the  question.  The 
current  legislative  directives  are  seeking  to  eliminate  this  one  bright  source  of  dealing  with  welfare 
cases,  and!  urge  vou  to  look  at  the  economics  of  this  before  dismantling  the  proprietary  school  industry 
(which,  incidentally,  is  already  being  dismantled  by  state  regulatory  excesses,  unless  you  intervene  with 
preempting  legislation  as  1  suggest).  1,  as  a  proprietary  school  owner  for  18  years,  sent  each  of  the 
Senators  and  House  Members  a  letter  several  months  ago  proposed  legislation  which  would  permit  a 
school  (whether  proprietary  or  not)  to  train  persons  at  the  school's  own  expense  in  exchange  for  a  per- 
centage of  the  money  saved  if  the  school  succeeded  in  taking  the  student  off  welfare.  What's  wrong 
with  this  approach?  Aren  t  you  looking  for  school  performance?  What  is  stronger  than  payment  only 
upon  performance?  Yet,  nothing  was  done  or  said. 

Once  again,  I  volunteer  to  appear  before  your  panel  to  amplify  these  views.  I  have  18  years*  experience 
in  owning  and  running  a  school,  and  1  believe  you  should  listen  to  this  side  of  the  issue,  to  obtain  a  full 
and  true  picture  of  the  problem  you  are  investigating. 

Also,  while  talking  about  statistics  1  shouldn't  forget  to  mention  that  it  is  unfair,  obviously,  to  use  statis- 
tics which  charge  a  later  school  for  the  default  or  a  loa*n  given  to  a  student  while  attending  a  prior 
school,  or  to  equate  $10  or  loan  default  with  S 10,000  of  toan  default;  or  to  prevent  schools  from  lower 
ing  their  default  rate  by  paying  off  defaulted  loans,  especially  since  the  penalty  for  excessive  defaults  is 
to  reduce  or  eliminate  the  school's  tuition  from  financial  aid  The  school  pays  cither  way. 

e.  Excessive  requirement  for  a  program  to  qualify  for  financial  aid  (300-hour  minimum) 

You  wonder  why  there  is  overcharging  and  excessive  hours  of  training  for  the  skills  being  taught.  The 
answer  is  readily  available:  Because  you  won't  accept  a  1 5  -  hour  word  processing  program  (tuition 
$250),  schools  find  it  necessary  to  teach  the  same  subject  in  300  hours  or  more  (tuition  $4,000  or  so). 
There  should  be  no  mystery.  By  re*  eraliy-imposed  requirement,  we  had  to  increase  the  length  of  our 
paralegal  program  from  the  original,  workable  195  hours,  to  the  federal  minimum  of  300  hours,  and  in 
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the  procen  increase  tutaon  accordingly.  Why  does  a  school  charge  $4,000?  Because  the  amour* :of 
federal  funding  available  for  a  300- hour  program  permits  such  change,  and  somebody  has  so  nsy  for  all 
of  the  regulatory  excesses.  Without  regulation*  the  tuition  would  be  one- half  as  much  (or  less).  When 
schools  have  to  repay  100%  of  the  tuition  (i)  because  an  cnroUmem  agreement  was  no*  signed  3  times; 
or  m  because  of  a  tfelay  in  approving  an  agent's  license  (with  the  resulting  signing  of  the  enrollment 
agreement  by  an  unlicensed  agent);  or  (ni)bccause  a  high  school  diploma  was  raisTiied;  or  <rv)  because 
•  military  affidavit  was  missing  from  tr«  fite  or  <v)be»usea  school  «te 
one  location  in  a  city  to  another  wi  thout  prior  approval  tfau^ 

inadvertently  provided  instead  of  a  plus  loan;  or  (vii)  because  an  age  certificate,  was  missing  from  the 
student's  file;  or  (viii)  because  evidence  of  ddaenship  or  immimdon  statu*  was  missing  from  the  file  - 
other  students  have  to  pay  the  refund  The  school  is  only  a  conduit  for  distribution  of  collected  nation 
to  the  various  expenses  which  make  up  the  school,  including  these  afore-mentioned  agency  Kxxfcrcd 
refunds  to  student!  who  have  completed  the  program  and  obtained  a  job  in  their  field.  We  overcharge 
for  the  value  we  give  because  of  federal  requirements  which  insist  upon  more  hours  than  are  needed 
(300  minimum)  and  because  schools  have  to  pay  100%  refunds  (with  interest  etc.)  because  of  paper- 
work deficiencies  for  students  who  have  completed  and  benefitted  from  the  program.  Why  would 
anyone  expect  any  other  result? 

I  look  foward  u>  hearing  from  you  or  your  staff- 


Car!  E.  Person,  founder  and  director 
Ends: 

I.  NYSACS  complaint. 

2*  Justice  Dept  correspondence. 

3.  Letter  to  VS.  Senators  re  welfare  training  for  contingent  fee. 
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Para! egal  Inst i lute 
221  W.   41st   Street  -  6th  Fir 
\few  York  NY  10036 
(212)  302-2224 


Fax  (212)  221-8680 
January  1?,  1990 
BY  HAND 

John  H.   Clark,  Esq. 

Assistant  United  States  Attorney 

United  States  Department  of  Justice 

26  Federal  Plaza  -  Room  3630 

New  York  NY  10278 

Re:  Statutes  in  49  States  Excessively  Regulating: 


Proprietary  Vocal ional /Techni cal  Schools 

But  Exempting  Competing  Non-Degree  Vocational/ 

Techni  cal   Programs  of   the  HCont  inuing  Educat  ion" 

(i.e,,   Profit-Waking)  Divisions  of  Colleges 

k  Universities 


Dear  Mr*  Clark: 

The  federally-funded  proprietary  school  system  in  the  United 
States  is  being  threatened  with  extinction.     This  is 
happening  under  the  guise  of  state  regulation  in  49  states 
(Missouri  excepted,   I  believe)  which  is  increasingly 
prohibiting  proprietary  schools  from  performing  their 
function,  with  resulting  increases  in  regulation  being  added 
to  make  it  impossible  for  proprietary  schools  to  function  as 
schools  and,    it  should  be  noted,   to  function  as  required  by 
federal   law.     Meanwhile,   the  competing  non-degree 
occupational  programs  of  "continuing  education"  divisions  of 
colleges  and  universities  remain  wholly  unregulated  and  are 
flourishing. 

It  appears  (at  least   to  the  proprietary  school   industry  in 
the  United  States,  with  gross  sales  of  several  billion 
dollars)   that  the  politically  powerful  higher  education 
groups  in  the  various  states  have  been  successful  in 
obtaining  more  and  more  regulation  against  proprietary 
schools,  while  at  the  same  time  exempting  their  own  trade 
schools   (non-degree,   continuing  education  programs)   from  the 
same  regulation. 

The  purpose  seems  clear*   to  divert  the  federal   funds  which 
flow  into  proprietary  schools  through  the  Stafford  , 
Supplemental,  Plus  and  Pell  Loan  Programs  plus  the 
forthcoming  billions  in  Welfare  Reform  money,  and  let  them 
flow  instead  into  the  state,  city  and  county  colleges  and 
universities,   to  reduce  the  need  for  government  funding  to 
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maintain  these  institutions  of  higher  learning.  Continuing 
education  means  profits  to  colleges  and  universities,  and  by 
putting  proprietary  schools  out  of  business,  or  severely 
crippling  them,   the  colleges  and  universities  would  profit* 
Colleges  and  universities  have  found  that   their  mission  of 
offering  degree-granting  programs  has  become  less  important, 
and  that  they  need  to  offer  more  relevant  vocational 
programs  to  be  able  to  fill   their  empty  seats*     Thus,  most 
colleges  and  universities  offer  vocational,  non-degree 
"continuing  education"  programs  it  competition  with  the 
programs  offered  by  licensed  proprietary  schools   in  the 
area,  but  without   any  of   the  regulation. 

I   enclose  a  draft  of  a  patent  application  of  mine  which 
helps   to  explain  some  of   the  pr obi  ems ,  and  a  cure  1   propose • 
Also,    I    include  a  copy  of  a  complaint  filed  by  various 
proprietary  schools  and  the  state  trade  association  against 
the  New  York  State  Department  of  Education  and  various 
officials   thereof   in  the  federal   court   in  the  Southern 
District   of  New  York. 

I   ask   that  you  give  the  complaint  set  forth   in  this  letter 
serious  scrutiny*     The  problem  is  national,   but   seems   to  be 
most  serious   in  New  York  and  California,     For  example,  in 
California  a  law  was   recently  enacted  requiring  that  any 
proprietary  school  ask  permission  of   the  state  regulatory 
body  before  it  can  give  a  pay  raise  to  any  of  its  employees. 
Through  such  heavy-handed  regulation,  proprietary  schools 
will  become  public  utilities  and  as  effective  as  the  public 
high  schools   in  the  urban  areas  from  which  we  draw  most  of 
our  students. 

In  New  York,   we  have  to  wait   often  3  months  or   longer  before 
we  can  get  approval   to  run  a  3-line  classified  ad  or  any 
other   advertising  or  promotional  matters.     Often  we  have  to 
wait  2-3  months  or   longer  before  we  can  start  a  hired 
salesperson  to  replace  a   licensed  salesperson  who  has  quit. 
You  can't   run  a  school   like  this,  and  the  colleges  and 
universities   in  competition  with  proprietary  schools  are  not 
required   to  do  any  of   these  things  (or  the  other  things 
described   in  th*»  enclosed  complaint  and  patent  application), 
I  have  been  in  the  school   business  for   18  years  (same 
school),   and  I  can  tell   you  that   proprietary  schools  cannot 
stay   in  business  under  this  type  of  regulation*  which  is 
getting  much  worse.     The  combination  of  decreased 
flexibility  and  higher  costs  at    the  state  level   coupled  with 
the  federal  mandate  of  higher  performance  by  all  schools, 
makes   it    impossible  for  proprietary  schools   to  function.  My 
alternative  is  spelled  out   in  the  (draft  of   the)  patent 
application,    to  be  filed  shortly. 

What   the  Justice  Department  should  do  is  file  a  class  action 
or  similar  action  against   the  various  states  to  declare 
these  state  statutes  an  unreasonable  restraint  of  trade  to 
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the  extent   that  they  fail   to  regulate  the  competing  non~ 
degree  programs  of  the  state's  college*  and  universities 
(profit,  non-profit  or  publ  iclyowned)  »    By  requiring  the 
statutes  to  regulate  both  types  of  schools,  it  can  be 
expected  (as  anticipated  in  my  patent  application)  that  the 
overall  regulation  will  diminish.     !'i  sure  that  the  higher 
education  lobby  in  each  state  will  see  to  that   result.  (See 
my  patent  application*  once  again*) 

It  should  be  noted  that  colleges  and  universities  generally 
service  the  middle  class  and  affluent  members  of  our 
society,  whereas  the  poor  often  wind  up  in  proprietary 
schools*  as  their  only  realistic  hope  of  training  for  a 
better  position.     The  comparison  of  results  of  graduates  of 
Columbia  with  the  graduates  of  a  3-month  proprietary  trade 
school  program  shows,  predictably,   that  graduates  of 
Columbia  fare  better  than  the  typical  graduate  of  a 
proprietary  school*     But  this  is  hardly  justification  for 
elimination  of  proprietary  schools  and  transferring  their 
business  over   to  the  non-degree  vocational  programs  of  the 
nation's  colleges  and  universities*  which  is  precisely  the 
direction  which  is  being  taken*  unless  you,  the  Justice 
Department,  do  something  about   it*     The  issues  involve 
antitrust,  civil  rights,  commerce  clause,  due  process  and 
equal  opportunity,  among  other  issues. 

You  might  be  interested  to  know  that  the  highest  ranking 
members  of  the  New  York  Legislature  (regulating  proprietary 
schools)  desire  to  capture  the  federal  money  now  going  to 
proprietary  schools  and  use  such  funds  for  government- 
supported  colleges  and  universities  in  New  York  State*  as  a 
revenue-producing  measure  for  a  strapped  state. 

If  you  have  any  questions,  please  give  me  a  call. 

Very  truly  yours* 


Carl  £*   Person*  Founder  and  Director 
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Paralegal  Institute 
221  W.  41st  Street  -6th  Fir 
New  York  NY  10036 
(212)  302-2224 

Fax  (212)221-8680* 


February  9, 1990 

BY  HAND 

John  H.Clark,  Esq. 
Assistant  United  States  Attorney 
United  States  Department  of  Justice 
26  Federal  Plaza  -  Room  3630 
New  York  NY  10278 

Re:     Statutes  in  49  States  Excessively  Regulating  Proprietary 
Vocatfonaf/Technfcal  Schools  But  Exempting  Competing 
Non-Degree  Vocational/Technical  Programs  of  the  "Continuing 
Education"  (U.f  Profit-Making)  Divisions  of  Colleges  &  Universities 


Dear  Mr.  Clark: 

As  afollowup  to  our  conversation  of  today,  I  would  like  to  reduce  to  writing  the  problem  as  it  re- 
lates to  the  federal  financial  aid  programs,  and  to  make  some  additional  arguments. 

State  licensing  of  proprietary  schools  began  after  the  World  War  H,  I've  been  told,  to  permit 
proprietary  schools  to  obtain  federal  funds  for  the  training  of  veterans.  After  years  of  state 
regulation,  the  results  of  proprietary  schools  have  apparently  declined  (at  least  in  the  citiec),  with 
the  demand  fof  more  state  regulation.  State  regulation  has  evolved  over  the  years  to  outline  each 
step  along  the  way  which  a  licensed  school  must  take,  from  A  to  Z,  to  hopefully  ensure  that  the 
licensed  proprietary  school  was  going  to  achieve  the  desired  results  with  their  students  (meaning- 
ful education,  high  employment  rate,  good  salaries,  repayment  of  student  loans,  etc.).  But  on  a 
national  level  the  federal  government  determined  that  state  laws  were  not  doing  a  sufficient  job. 
many  schools  had  a  high  dropout  rate  and  a  high  loan  default  rate,  With  all  the  specificity  of  ex- 
cessive  regulation,  the  state  laws  failed  to  produce  results  now  mandated  under  federal  student 
aid  law. 

Accordingly,  the  federal  government  passed  a  different  type  of  regulatory  scheme,  rctjumng  de- 
gree-grannng  as  well  as  proprietary  schools  to  produce  results,  or  lose  their  entitlement  to  par- 
ticipate in  the  various  federal  student  loan  programs.  In  other  words,  federal  law  requires 
results,  and  doesn't  care  what  steps  a  school  takes  to  produce  those  results.  This  favors  the  Con- 
tinuing Education  Divisions  of  the  degree  granting  schools,  who  are  free  to  do  whatever  they 
need  to  do  to  obtain  the  desired  results. 
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On  the  other  hand,  licensed  proprietary  schools  remains  channeled  in  the  antiquated  straight- 
jacket  of  A  to  Z  regulation  which  prohibits  them  from  doing  what  is  needed  to  obtain  the  results 
mandated  by  federal  law.  I  see  proprietary  schools  imprisoned  in  state  regulation  while  the 
federal  policy  requires  schools  to  be  in  a  race  for  excellence,  requiring  a  great  degree  of  freedom 
to  change  programs,  market  new  programs  quickly,  eliminate  bad  sales  personneland  replace 
them  with  more  appropriate  sales  representatives,  when  required.  But  state  regulation  prohibits 
this,  and  makes  us  unable  to  compere  in  the  race  for  excellence,  which  causes  us  to  lose  our  pur 
Ucipatioa  in  the  federal  loan  programs. 

You  must  understand  that  the  only  thing  which  state  licensing  gives  schools  on  the  plus  side  is 
the  opportunity  to  obtain  income  which  the  school  needs  to  be  able  to  pay  for  the  obligations  it 
has  on  the  other  side  of  the  ledger.  Without  sufficient  income,  we  cannot  do  what  is  required  to 
make  our  schools  excellent.  Any  state  regulatory  tactic  which  reduces  or  cuts  off  our  income  is 
preventing  us  from  performing  as  desired  and  mandated.  Forexample,  about  2  months  ago  a 
proprietary  school  in  New  York  Gry  received  approval  for  the  new  enrollment  agreement  filed 
with  the  SED  to  permit  a  tuition  increase,  and  immediately  changed  its  newspaper  advertisement 
which  listed  the  old  tuition  amount.  The  SED  penalized  the  school  by  denying  it  the  right  to  ad- 
vertise  at  all  for  3  weeks  (a  most  unfortunate  and  non- thinking  penalty),  saying  that  the  school 
should  have  Hied  an  amendment  to  its  advertisement  (and  waited  3  months  for  approval,  I 
guess).  The  SED  didn't  say  whether  the  school  could  have  run  the  old  ad  with  the  former  tuition 
amount.  SED  rules  would  not  permit  deleting  the  tuition  amount  without  the  filing  of  new  copy 
and  wailing  the  3  months.  You  can  see  what  type  of  a  straight  jacket  we  arc  in  by  reason  of  this 
type  of  regulation  from  persons  who  (charitably)  know  no  better  or  (not  so  charitably)  have  a 
personal  agenda  to  put  proprietary  schools  (their  own  charges  and  wards)  out  of  business. 

Forexample,  I  tried  to  start  a  Personal  Assistant  Training  Program  (form  of  resume  enclosed  for 
the  hypothetical  completer  of  the  program),  and  I  was  subjected  to  months  of  waiting  for  new 
representative  licenses,  licensing  of  advertising  copy,  licensing  of  tv  commercials  (the  rejection 
came  in  after  the  commercial  was  shot  and  edited),  and  most  importantly  the  inability  to  market 
the  program  under  the  name  I  wanted  to  use.  I  was  forced  into  using  "Personal  Assistant"  in- 
stead of  my  choice,  Business  Assistant  or  Management  Assistant  (2nd  choice).  Also,  I  was  not 
able  to  use  copy  such  as  a  "rewarding"  career  opportunity;  or  this  ad  headline  cr  teaser:  TOP 
GUN"  (to  interest  prospective  students  in  becoming  a  personal  assistant  or  aide-de-camp  to  an 
owner  or  manager  of  a  small  business).  It  is  unbelievable  how  difficult  it  is  to  run  a  business 
when  it  is  regulated  by  "regulators*  who  have  no  knowledge  of  ths  business  they  are  regulating. 
In  New  York  State,  the  person  who  reviews  and  rejects/accepts  copy  (Miss  Betty  Shields)  had 
no  apparent  prior  experience  in  writing  copy  and  no  prior  school  experience.  The  present  head 
of  regulation  of  proprietary  schools  has  a  schooMunch  administrative  background. 

This  type  of  regulation  in  place  of  the  school  director  is  leading  to  disaster,  and  can  be  blamed 
for  the  poor  performance  of  proprietary  schools  at  least  as  much  as  the  evils  or  alleged  evils 
which  the  increased  regulation  has  been  (arguably)  designed  to  cure.  The  alleged  fraud  of 
schools  could  alwavs  be  stopped  by  existing  laws  against  fraud,  and  the  added  laws  designed  to 
prevent  fraud  merely  make  our  proprietary  school  industry  noncompetitive  with  the  other 
schools  which  ^tfer  the  sime  courses  without  the  same  restraints. 

I  believe  the  solution  is  to  investigate  the  effect  of  excessive  staw  regulation  on  the  ability  of 
schools  to  comply  with  federal  law,  and  upon  a  showing  of  inability  (which  1  believe  can  be  easi- 
ly demonstrated)  to  strike  down  the  laws  under  the  preemption  doctrine  or  as  a  denial  of  the  civil 
nght  of  citizens  to  obtain  an  education  of  their  choice;  infringement  of  the  commerce  clause,  or 
because  the  discriminatory  laws  involve  denial  of  due  process  to  students  and  proprietary 
schools  alike.  Also,  there  are  racial  overtones  to  the  problem,  because  the  highest  default  rates 
involve  minority  studentsss.  Finally,  there  are  the  antitrust  problems  involving  a  conspiracy 
among  the  degree-granting  colleges  and  universities  to  eliminate  proprietary  schools  through  ex- 
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cessive  administrative  activity  ami  statutes  directed  against  them  and  a  conspiracy  to  monopolize 
the  fieki  of  training  persons  with  federal  money. 

It  is  also  imponani  to  undcrstwd  that  the  top  managcent  of  proprietary  schools  are  responsible 
fortcgriattacumcuHim  and  placement.  To  the  extent  we  are  trying  to  write  copy  for  approval 
by  the  stale,  and  rewrite*  of  copy,  and  preparing  alternatives  because  of  the  possibhty  of  rejec- 
tion, our  time  is  not  available  for  the  betterment  of  curriculum  and  placement  efforts.  We  are 
small  businesses  (proprietary  schools)  and  our  main  asset  is  the  time  of  the  top  1-3  persons  who 
manage  the  ichooX  To  the  extent  the  state  absorbs  this  time  in  their  meaningless  regulation,  we 
are  deprived  of  the  asset  we  need  to  devote  to  producing  the  results  mandated  by  federal  law. 
The  two  regulatory  approaches  conflict  substantially,  which  is  causing  proprietary  schools  to  go 
out  of  business,  often  through  loss  of  the  right  to  participate  in  federal  loan  programs.  SLS  (Sup- 
plemental Loans  for  Students)  is  not  available  to  schools  wuh  a  default  rate  of  30%  or  above 
We  are  at  293*  right  now  and  climbing.  Thus,  we  will  lose  SLS  next  year  and  our  srudents 
will  not  be  able  to  pay  for  the  tuition.  Our  efforts  should  be  on  solving  the  default  rate,  by  quick 
ly  producing  and  trying  better  programs,  ami  changing  them  if  they  don't  work  out.  It  takes 
about  2  year*  with  required  state  approvals  to  undergo  this  test,  which  of  course  ts  like  having 
no  right  at  all  The  state  licensing  scheme  offers  us  no  hope  to  comply  with  federal  law. 

The  State  Education  Department  (Bureau  of  Proprietary  Schools)  has  been  claiming  for  the  past 
12  months  a  shortage  or  SED  personnel  to  (i)  review  submitted  advertising  and  promotional 
material  and  (it)  process  sales  agent  (representative)  licensing  applications,  but  with  the  Sip  s 
continued  failure  to  improve  the  problem  we  have  reached  the  conclusion  in  the  industry  that  the 
SED  has  found  a  wiy  to  put  proprietary  schools  out  of  business,  through  regulatory  neglect  m 
granting  approvals  needed  to  obtain  the  income  required  to  perform  the  activities  of  a  school,  in- 
cluding[the  excessive  regulatory  activity.  Thus,  the  SED  has  had  a  buildup  of  personnel  and 
regulations  in  the  costs  side  of  the  proprietary  school  business,  and  at  the  same  time  the  SED  has 
slfowed  the  income  side  to  be  substantially  affected  by  denying  regulated  schools  the  licenses 
needed  to  compete  for  income  in  the  marketplace,  which  included  many  non-rejgulatcd  degree- 
tnuttmc  schools.  Any  reasonable  person  can  see  the  effect  of  such  a  policy  of  increasing  costs 
and  decreasing  income  -  going  out  of  business.  The  SED  has  the  knowledgeable  intent  of  out- 
ting  its  own  regulatecs  out  of  business,  which  has  got  to  be  a  violation  of  law.  Imagine  if  the 
agenda  of  the  Chief  of  the  Fire  Department  was  to  close  the  Fire  Department  down.  Education 
is  too  important  for  this  country  to  permit  a  non<lecred  group  of  law  administrators  to  defy  the 
law  by  putting  its  charges  out  of  business  through  regulatory  inaction,  especially  when  it  appears 
that  this  is  on  the  regulators'  agenda,  for  the  purpose  of  diverting  federal  student-loan  funds  and 
federal  welfare  funds  to  state-supported  schools  (and  necessarily  to  the  degree-granting  schools), 
and  away  from  the  schools  which  service  minority  members  to  a  much  greater  extent.  There  is 
now  a  bUl  in  the  New  York  legislature  to  increase  the  annual  proprietary  school  licensing  fee  for 
my  school  from  about  $1,000  per  year  to  about  $46,000  per  year,  a  proposed  4500%  increase  in 
one  year,  which  itself  would  be  sufficient  to  put  us  out  of  business,  and  frustrate  federal  policy 
of  pcnTtitting  students  to  have  a  choice  in  their  schooling.  See  p.  1  of  our  trade  association  s  cur- 
rent  newsletter. 

I  hope  this  addendum  lo  my  origin;*!  letter  will  be  helpful. 
Very  truly  yours, 

/    ,  ' 

Carl  E,  Person,  Founder  and  Director 
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mformttion  Rtttttng  m  th*  £*p*rtence  ot 


William  Smith 

215  W.  90th  St 


(212)  999*9999 


^Specialized  Training 


Ptrtongi  Assistant  TrslnJnQ  Program,  301  Hours.  Management  Assistant  institute,  New  York,  New 
York,  June,  1989  through  December,  iW9,  Including  how  to  be  ot  assistance  to  a  manager,  executive  o*1 
owner  in  matters  relating  to: 


•Accounting 

•  Advertising 
•Bookketp*ng 

•  Business  law 

•  insurance 

•  Management 

•  PuN+OTy  and  Pu&Jc  Relations 

•  Tanes 


To  assist  and  save  the  valuable  time  of  a  busy  manager,  business  owner  or  executive  by  doing  as 
many  as  possible  of  his/her  daily  list  ot  things  to  be  tone;  also,  to  try  to  anticipate.  Intercept  and  deat  with 
the  various  lesser  problems  which  often  unnecessarily  prevent  the  employer  from  performing  what  he/she 
sets  out  to  do;  and  to  act  as  an  intermediary  between  the  employer  and  the  other  employees  whenever  this  is 
useful.  In  effect,  I  would  (Ike  to  be  something  tike  an  "aide-de-camp"  to  a  "general"  In  the  ongoing  and  impor- 
tant battle  of  doing  business  efficiently  and  profitably.  I  have  a  wide  variety  of  insights  and  skills  which 
Should  be  useful  In  pertormlng  this  fob. 


Performed  e  2*month  voluntary  internship  as  a  parttlme  personal  assistant  to  Walter  Jones, 
Manager  of  Textron  Worldwide  Industries,  inc.  while  enrolled  m  the  Personal  Assistant  Training  Program  at 
Management  Assistant  institute. 


•  PC  XT  personal  IBM  compatible  computer 

•  invisible  Software,  tnt's  Net/30  PC  LAN  Network 

•  Amdefc  model  1230  and  Wyse  TOO  high  resolution  monitor  lor  PC 

•  logrtech  Mouse  model  C? 

•  Quaovam  Micro* Phaser  punter  buffer 

•  Hayes  modem 

•  Irwin  backup  unit 

•  Time/date  card  for  PC 

•  Hewlett-Packard  ta*#n>t  printer,  model  26S6A 

•  Ptrvasooc  KX-P10S2  or  KXP1Q9*  mutj-mooe  punter 

•  Diablo  impact  printer  (tor  Xerox  850/860) 

•  Dest  PC  Scan  Ptos  scanner 

•  Toshtoa  portable  VHS  vxJeo  recorder  with  convener 

•  Panasonic  VHS  video  playback  tepeoec* 

•  Pentagon  audio  cassette  duplicator  (3  slaves),  mode!  C342 

•  Sony  or  Panasonic  audio  cassette  recorder  and  playback  machine 

•  AT&T  Mtnln  telephone  system  (handsets) 

•  ftetfo  shack  portable  ceauiar  telephone  with  pertpftersi  equpmem 
•Sharp  facsimile  (TAXI  mecft*ne>  model  FCKWO 

•  Ptney  Bowes  copier,  model  DM0 

-  VWcBmd  strip  binding  eo^pment.  model  223 


Employ  me  n(  Objective  $\ 


familiar  with  the  Fallowing  Equipment^ 
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•  Shrink  wrap  neat  sastr 

•  EiKutoW  fetter  to***  mecNne 

•  $*a*>a*X>e  Xew  850  <H  560  processor 

•  Pix*y  BOWS  nviriQ  rnecfwne  wth  postage  meter 

•  Sttpiec  proo/anvnaWe  lock 

^amiUar  with  tkt  Follewi**  SoMere  j 

•  tm**4e  Software,  mc  '*  NeV30  Net***  &  Operates  ^5iem  for  2- 10  users 

•  AsMon-Tate'S  CBase  Hi  PWS 

•  Crosstt*  rv  comrrtinieattorts 

•  Quarterdeck's  DetqView  2.0 

•  Dcsi  scmrtner  aoftwa/t 

•  Rwoase's  r^oxtw  Pfc*  Version  2.0 

•  Funk  Softwtrt's  SkJewayS 

•  GEM'S  scanning  software  •  *ne  copy 

•  GEM'S  scannfn©  software  •  pr«pn*cs 

•  Hayts'  Smtncoro  II  communications 

•  twinbackvpsonwsft 

•  SoHLocte's  Tnt  D*k  Oplimtzef 

•  locus  Dovetopmeni  Corp.'s  1-2-3  spreadsheet 

•  MfcroeofTS  MS-DOS  Of  PC-DOS,  a«  vcr SK>ns 

•  Microsoft's  Won*  4  0  worO  process^  program 

•  Norton's  UMHS 

•  Norton's  Commander 

•  Central  Point  Software's  PC  Tools 

•  Procorrwn  communications 

•  vtfsMsf  s  Research 

•  WordPerfect  Corporation's  WordPerfect  word  proces$ir>g  program 

•  xemx's  Ventura  PuoisJw  desktop  pubiistvrv  program 


(License*  and  Additional  Stalls j 


•  Notary  Pubiic,  State  of  New  Yorx 

•  Divert  license.  State  of  New  Yorx' 


[Areas  of  Business  Knowledge  or  Experience  Include] 


•Carpentry* 
'Beta*  Drugstore' 


»  IMS  »»  «f**f*w«  Ajlbbm;  Intuitu 
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WWH  VIII,  Etfmon  XXV 


FflW  THE  DESK  OF  NVSACS  PRESIDENT 


URGENT! 


Dear  NYSACS  Wtmbffl  and  fiends 

In  Apnl  of  1969  w^n  NYSACS  released  Answers  to  Mm%.  we 
potted  out  that  the  Bu/taw  of  Prct'*t*ry  SchOC*  Supervision  nad  -ot  fceen 
mawnp,  regular  vtstt  to  the  Khoets  &nc*  that  time  th*  Bureau  rvas  made  ^ 
concerted  ff tod  to  fnc*  eat e  stf-coi  contacts  Now  a  appear*  thAi  xnooi* 
a/tfpuf  Students  w*&eferc*3»o  raytoMhn  increased  vrsrt  scnecule  n 
their  tefltslaiiv*  proposa*  -or  :h*  ccr^ng  session  o!  th*  Stat*  -jc^^iire  'N? 
burseu  has  proposed  new  ano  e^e^ty  txjrcJensomc  costs  cf -><; 
Dv*<*S*  in  our  stale 

Speottcaty  the  Supmm  propose*  $7  2  million  *n  additional  fees  on 
top  ol  m#  ienge  an-ourts  we  aifeady  pay  10*  AQtnts  fccenses,  director 
Wcense*.  and  cour**  approvals  By  the  SED't  own  figure*  trv*  JT  2  mjtuon 
thereat*  averages  frs.OOC  eddecnar  ****  P*f  year  per  school  How  much 
wtf  ft*  cost  you*  (On  on*  mutton  dottar*  grosa  tuition  th*  new  fees 
woutd  total  $?3,Qfo  ennua&y!'}  Ttvs  do**  not  tv*n  cove*  tn*  proposed 
ovtud*  md*p*nd*nt  assessment  program 

K  you  do  net  already  have  a  copy  of  the  *SrodsKy,  Suftoan"  R»*  A- 
7St?p  t  SuOoeST  yov  oote*  a  copy  aryj  contact  your  legislators  immediately 
registering,  your  van/  strong  opposition  to  th*  M  Th*  vary  fife  ot  your 
•cftoof  may  o*  tf  wake.' 

During  ma  n*xt  month  rtec*K>n*  wtf  b*  made  mat  could  put  your 
school  out  ol  busmess  A  summary  ofH«y  provisions  of  the  'Brpdsky 
SuS*en"  b*  w»s  be  sent  to  every  school  *n  a  few  days  After  reading  the 
tummary  aoattct  )W  (e^i^cr  antf  r*Q**ttf  jot*  v*ews 

K  you  nave  any  que*<  tone  ptea**  call  or  write  th*  Assoc  fat  ion 
at  2t206>7tfOt  whether  you  area m*mO*f  Of  not. 

jamss  G  D4.«oeao. 
Pr*se3*nl 


HCW  YOUK  STATE  ASSOCIATION  Of  CAHZLK  SCHCOiS 
?»W.>lTW*T*ffT.t7W;«V»«Yl0ltt  C*1I>e*7*r»J0 


JANUARY tMO 


«M*ts  o  ontetrro 


t*#  vm  r»— laww-Htia  as?lw» 

H»»  ■ttCMOQC 

swr^^Aoacat^  ^ohm^*( 
wean  ^cffsow 

NMn*Mi*  »»*  P>— M^K 

on  MMCSM  psva*«v 


^««awoos»w»» 

W««0  KK»X 

SAftlAM  O  «*VWCHTJ 
L*ae«<  T»C«*«M  «C«O0t 

AM^A I OS OS 
JOM^H  S  **ONACO 

«rr  roc*  »•  wcti  l  MMmsweirt 
^  Ht«rat  i«ost 

ml%m*T**M.  CAHtk" NAT 
CAftlf  fSftSOM 

»»NOT  ^KOTQ 

MVlO  SCHVCHAMK 
Mair  CtMil  fcOKXX 
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CAREER  EDUCATION 

CHOICE,  WITH  PRIDE! 
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Paralegal  Institute 
221  W.  41st  Street  -  6t!i  Fir 
New  York  NY  10036 
(212)  302-2224 


Fix  (212)221-8680 


March  7, 1990 

BY  HAND 

John  H.  Ctark,  Esq. 
Assistant  United  Slates  Attorney 
United  States  Department  of  Justice 
26  Federal  Ptaza  -  Room  3©7G 
New  York  NY  10278 

Re:     Statutes  In  49  States  Excessively  Regulating  Proprietary 
Vocational/Technical  Schools  But  Exempting  Competing 
Non-Degree  Vocational/Technic*:  Programs  of  the  "Continuing 
Education"  (Le.,  Profit-Making)  Divisions  of  Colleges  &  Universities 

Dear  Mr.  Clark; 

I  thought  you  might  be  interested  in  the  enclosed  notice  from  the  Bureau  of  Proprietary 
Schools,  consisting  of  a  proposed  rule  to  deal  with  its  regulated  schools  going  out  of  business  It 
seems,  according  to  the  agency,  that 

"Over  the  past  six  months  an  increasing  number  of  proprietary  schools  haw 
unexpectedly  [sic}  closed  or  gone  bankrupt  in  the  Slate  of  Sew  lork"  Surprise? 
Surprise! 

The  only  thing  that  the  guidelines  or  proposed  rules  do  not  say  is  where  the  school  is  going  o 
obtain  the  money  to  perform  these  required  business  functions.  It  seems  to  me  th.it  the  SHD  is 
going  to  have  to  convince  the  Bankruptcy  Court  that  New  York's  rules  have  preempted 
preceding  federal  rules  regarding  disposition  of  a  bankrupt's  estate  As  I  have  indicated,  the 
excessive,  discriminatory  state  rates  regarding  proprietary  school  regulation  need  to  be  declared 
preempted  by  federal  law.  Also,  the  SED  is  pretending  not  to  know  why  the  school*  have  pone 
under.  AH  they  have  to  do  is  read  my  complaint  or  ask  the  schools  which  went  under.  Is  this 
not  evidence  of  intent  (of  the  knowledgeable  type)? 

Thanks  for  the  material  you  sent  over.  Pm  looking  at  it. 
Very  truly  yours. 


Cad  E.  Person,  Founder  and  Director 

End,  -  2/5/90  SED  "Procedure*  for  Closing  a  [Proprietary}  School* 
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T>€  STATE  EDUCATION  D£  W?TMH\lT 


Fehi  wiry  S  *  fi. 


TO: 


Owners  and  Directors  ot  Licensed  Private  Trade  and  Registered  Busmen 
Schools 


FROM; 


Joseph  P.  Frey,  Chief  f  H/v^/1 
Bureau  of  Pmpnttary/fchool  Supervwon 


SUBJECT:    Procedures  for  Qosmg  a  School 

Over  the  past  six  months  an  increasing  number  ot  proprietary  schools  have 
unexpectedly dosed  or  gone  bankrupt  m  the  State  of  New  York.  The  result  has  been  that 
iHousands  oT  students  have  had  their  educational  programs  disrupted  and  the  academic 
records  for  students  that  have  attended  or  are  attending  these  schools  have  been  put  in 
jeopardy.  Listed  inflow  are  those  regulations  which  a  school  is  required  to  adhere  to  when 
a  school  closes. 

Also,  listed  below  are  the  guidelines  which  the  Department  has  just  established  on 
closing  a  school.  At  this  time,  these  are  the  only  guidelines  recommended  by  the  Bureau 
of  Proprietary  School  Supervision.  However,  the  Department  will  move  to  have  these 
guidelines  included  in  .Part  126  ot  the  Commissioner's  Regulations.  If  and  when  this 
occurs,  these  guidelines  would  then  become  mandatory. 

COMMISSIONER  S  REGULATIONS  (Mandated) 

126.11  (h)  Student  permanent  records,  compiled  at  the  time  ot  course  or 
curriculum  completion,  discontinuance  or  withdrawal,  shall  be  maintained  in 
a  single  file  for  each  student  (or  a  \Krkxi  ot  not  less  than  M)  years  after 
the  student  completes  the  program,  and  contain  the  follow  tng  information: 

(1)  Name,  address,  date  ot  birth  and  gender. 

(2)  date  ot  enrollment; 

(3)  name  of  curriculum,  course  or  courses  taken; 

(4)  record  of  alt  final  tests  and  grades  earned  tor  each  course  or  curriculum. 

(5)  date  of  completion  or  discontinuance: 

(6)  a  notation  whether  a  certificate  or  diploma  was  issued  and  the  date  issued. 
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126.11  (c)  In  the  ru  nt  a  sibool  discontinues  operation,  the  school  owner  or  the 
licensed  school  direct*  a  shall  transfer  .ill  student  records,  including  those  permanent 
record*  as  set  forth  in  subdivision  (hj  oi  this  section,  to  the  department. 

126.11  (d)  Schools  n  .ciwn^  federal  hinds  shall  maintain  records  required  by  the 
applicable  Pedeiul  .st.ru.es  .nut  regulations. 

GUIDEMNrS  »;OK  I  t  OMNtJ  A  PROPRIETARY  SCHOOL 

Listed  below  are  the  standard  prmed...         ;th  owners  and  directors  should  follow 
when  closing  a  school: 

1.  A  school  should  notit>  the  Dareau  of  Proprietary  School  Supervision  within  two  (2) 
days  of  receipt  of  nooiuaoon  \,\  .my  r  edeul  i»j  State  agency,  or  accrediting  body 
that  financial  aid  is  t:eur:  hunted,  suspended  or  terminated,  or  the  accreditation  is 
being  withdrawn. 

2.  The  owner  and  riireiioi  should  provide  to  the  Bureau  of  Proprietary  School 
Supervision,  in  wrmrm.  the  notice  ot  school  closing  as  far  in  advance  of  the 
effective  date  as  po-.Mhte  One  month's  notice  is  the  minimum  required.  AH 
students  should  he  civen.  a.  wuiaiu.  the  same  advance  nonce  of  closing  as  that 
given  to  the  Bureau. 

3.  All  recruiting  and  enrollment  activities  shall  u'ase  and  all  enrollment  agreements 
for  students  who  have  not  vet  started  instruction  must  be  cancelled  upon 
notification  to  the  Bureau  that  the  school  is,  closing. 

4.  The  owner  and  director  shall  prepare  a  written  plan  for  completing  the  instructional 
programs  of  students  enrolled  prior  to  the  time  the  decision  is  made  to  close  the 
school  (Teachout  Plan).  The  plan  is  subject  to  review  and  approval  by  the  Bureau 
of  Proprietary  School  Supervision.  Such  a  plan  should  he  submitted  to  the  Bureau 
within  ten  (10)  working  days  of  the  school's  notification  to  the  Bureau  of  school 
closure  hut  prior  to  the  actual  school  closure. 

5.  The  teachout  plan  may  include  the  transfer  of  students  to  other  schools,  subject  to 
Bureau  approval  of  arrangements  for  enrollment,  housing,  instruction  and  financial 
aid,  concerning  those  students.  Such  a  plan  sh;1!!  include  refunds  to  students  who 
elect  not  to  participate  in  the  teachout. 

6.  Arrangement  for  transfer  of  students  to  another  school  under  the  same  ownership 
may  be  made,  subject  to  approval  by  the  Bureau.  Refunds  must  be  made  for  all 
tftxients  who  do  not  w^sh  to  accept  such  a  transfer. 
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Student  records  ol  a!!  types,  as  detailed  in  Section  126.il  of  the  Regulations  of  the 
Commissioner  *half  he  assembled  at  the  school  and  prepared  for  shipment  to  the 
Deptrtment,  as  directed  by  Bureau  staff,  The  owner  and  director  shall  ship  all 
student  records  \o  the  Department,  at  the  expense  of  the  school,  in  accordance  with 
Bureau  requirements.  However,  the  student  records  may  be  housed  at  another 
school  under  the  samr  ownership  at  the  discretion  of  the  Bureau.  These  record* 
shoufd  include  the  folk  swing  information: 

a.  Each  student  transcript  must  contain  the  full  name  of  the  student  and 
student  identification  (Social  Security  numher). 

b.  Each  student  record  must  clearly  show  the  identification  of  the  class,  level 
or  group. 

c  Each  student  record  must  show  the  exact  title  or  name,  as  approved  by  the 
Department,  of  the  program  in  which  the  student  was  enrolled. 

d.  Each  student  record  must  show  the  current  status  of  the  student  (active, 
graduated,  leave  of  absence,  withdrawn,  or  terminated),  and  the  credential 
awarded  (diploma  or  certificate). 

t>  Each  student  record  must  show  the  specific  date  the  student  started 
instruction. 

I  Each  student  record  rwust  show  the  last  day  of  student  attendance  and  the 
date  the  student  was  graduated,  withdrew,  or  was  terminated. 

J.  Each  student  record  must  snow  the  beginning  and  ending  dates  of  each 
school  term/quarter  the  student  attended. 

i.  Each  student  record  must  show  the  approved  course  title  and  instructional 
hours  of  each  individual  course/subject  taken;  the  term/quarter  the  course 
subject  was  taken  in;  and,  where  appropriate,  the  number  and  level  of  each 
Subject  or  course. 

Each  simian  record  must  show  the  final  grade  (including  failures)  or  status 
at  the  end  ot  the  course  (withdrew,  incomplete,  etc,,)  for  each  subject  or 
course  taken  m  each  term 

E^ich  student  record  must  show  a  student's  cumulative  grade  point  averagr 
(or  cumulated  i*rade  index)  for  each  term. 
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k.  For  leaves  of  absence,  each  student  record  must  show  the  date  the  leave  was 
started  and  the  date  the  student  returned.  In  addition,  the  record  must  list 
the  fast  date  of  actual  student  attendance  if  that  date  is  different  from  the 
day  the  leave  started. 

I.  If  a  student  transfers  from  one  program  to  another,  the  student  record  must 
show  the  specific  date  of  transfer. 

m.  For  those  courses  that  begin  more  than  five  times  in  one  year  and  are  TAP- 
eligible,  the  student  record  should  show  the  beginning  and  ending  dates  of 
each  course  as  well  as  the  status  of  ihe  course  at  the  end  of  the  T/VE-tCfrrf. 
Course  status  refers  to  whether  the  course  has  ended,  in  which  case  the  final 
grade  should  be  recorded,  or  will  be  continued  into  the  next  term. 

S.  Licenses  of  the  school,  the  director,  teachers  and  agents  shall  be  returned  to  the 
Department  on  the  date  the  school  is  closed,  except  that  individual  licenses  tor 
business  school  teachers  shall  be  retained  by  those  teachers. 

9.  Refunds  and  financial  adjustments  are  the  responsibility  of  the  school  owner  and 
director,  and  must  be  completed  for  every  student  within  30  days  after  the  school 
ceases  operation. 

10.  Academic  and  financial  aid  transcripts  should  be  provided  to  all  enrolled  students, 
and  completion  certificates  and  diplomas  shall  be  issued  as  earned  and  delivered, 
prior  to  the  closing  date. 

11.  The  owner  3nd  director  must  satisfy  all  Federal  requirements  concerning  financial 
obligations,  record-keeping,  and  retention  and  storage  of  student  files  and  other 
records.  Arrangements  shall  be  made  in  conjunction  with  the  needs  of  the  State 
Fcittratinn  Department. 
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A:USSHMt£Hp 

Paralegal  Institute 
221  W.4lst  Street -6th  Fir. 
New  York  NY  10036 
(212)  302-2224 

Fax  (212)  221-8680 


October  18, 1989 

United  Slates  Representative 

United  Stales  House  of  Representatives 

Washington  D.C.  20515 


Re:     H.R.  3299,  Budget  Reconciliation  Act  -  Financial  A.d  &  Guaranteed  School  Performance 

BIGGER  BANG  FOR  THE  BUCKS  !!! 


Dear  Representative: 


VS^^^^^^^^^l        financial  aid  for  students  who  would  enroll  in 
Pc rKyJSfl°0,Vhou^d     viewcd  by  P00^55  from  2  pwtly  budgetary  standpoint.  When  this 
K5?kf Vr5iPi59>scd  rJstnctJ0Lns  0R  proprietary  school  participation  would  not  only  be  discarded, 
but  the  funding  for  students  who  would  attend  proprietary  schools  would  be  liberalized  (by  reducine 
tne  minimum  number  of  hours  required  for  a  program  :o  quai  fy.  from  300  to  100,  for  example). 

At  Paralegal  Institute  (under  the  name  Word  Processing  Instil  ire)  we  used  to  teach  word  process- 

t^n£iS!!2  Ifite  luitim' F°St  0f  $25°"  Pnc  of  our  mt       Kathleen  MSm^^^ 
■SfflS^iV^nnfi!^  P^"^  and  now  is  the  co-owner  (with  one  partner)  of  a  business 
ESSS*.     1051 S2*000^  per  year  in  word  processing  and  *  ampuicr  consulting  (paying  annual 
salaries  to  programmer-employees  of  $40,000).  * 

Due  to  the  restrictions  Congress  has  imposed  on  schools  parti  ipating  in  the  financial  aid  programs 
only  naimnfi  programs  havTng  300  or  o65  hours  or  more  qua!  fy  for  GSL,  SLS :  and  Pel]  ftnS  aid 

y  0bUgCd  by  cxpandin&  fhc  Ier  ^  of  ^eir  programs  tc "meet  these 

^iCi?.?2!  w?mM°  Participate  in  federal  aid,  Congress  says,  you  must  teach  more  hours  and  charge 
wJLJ??£*(and  Wul?  »«>      back  more)  than  ts  needed.  We  listened  to  Congress,  and 

SSI^mVm"  °J  HPUrS  °£?ur  PMlcgal  program  from  195  hours  (which  was  all  that  the  field 
ever  needed)  to  301  and  also  to  601  hours,  to  enable  studtmn  to  obtain  financial  aid  to  pay  for  our 
(extended)  paralegal  programs.  r  ' 

Before  obtaining  financial  aid  for  our  paralegal  students,  our  'union  was  $1,695  for  the  195- hour 
program,  Now  that  we  participate  in  financial  aid.  our  tumor  is  $3,295  and  climbing/ 


1 .  Incidentally,  the  view  that  some  costs  levied  upon  schools  wuld  not  be  passed  on  to  students 
(but  would     borne  solely  by  schools  themselves)  is  fuzzy  tanking.  Our  school  runs  on  financial 
aid  and  anything  which  reduces  the  amount  of  financial  aid    tion  the  school  receives  must  be  made 
up  through  tuition  metises,  It  seems  almost  irrelevant  (exec  u  for  the  number  of  months  it  takes  for 
me  school  to  increase  its  tuition)  whether  a  student  is  charged  a  fee  directly,  or  whether  the  school  is 
required  to  pay  the  fee  instead.  The  student  necessarily  will  r  .ty  either  way.  The  problem  with 
S^?k    i  Uy  aSa|n*yh**ta»l  (su.eh  as  a  Prosed  5<£  lew  to  create  a  reserve  for  loan  defaults)  is 
tnat  the  adjustment  takes  longer  to  implement  (through  a  tu  ton  increase)  and  lasts  forever  (what 
scnooi  ever  reduces  its  tuition?)  affecting  more  students  than  me  one  for  whom  the  fee  is  being  im- 

About  $6  is  spent  by  us  for  regulatory  compliance  for  every  $1  spent  for  teaching.  Surely  there  must 
be  a  better  way  to  run  an  educational  system.  This  fact  goes  to  me  substance  of  my  novel  legislative 
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proposal,  described  in  my  letter  to  Senator  Jim  Jeffords,  a  copy  of  which  (with  accompanying  docu- 
ments) are  attached  for  your  information. 

In  essence,  i  im  proposing  thai  proprietary  schools  be  given  the  option  (in  addition  to  having  finan- 
cial aid  for  their  qualified  students)  to  train  and  place  welfare  .ectpients  tp  take  them  off  of  welfare 
dependency  at  the  school's  own  expense,  with  the  only  money  received  by  the  school  to  be  paid 
upompcrforwutnci'  such  as  by  proof  that  the  student  (certified  as  eligible  by  the  staw  or  local 
mvernment)  has  6  straight  mourns  of  significant  reduction  or  total  elimination  of  welfare  costs. 
Whereupon,  the  school  wouM  be  paidits  only  compensation;  an  agreed  upon  parentage  of  the 
money  if  has  raved  for  the  welfare  authorities  on  that  specific  case,  for  an  agreed  upon  number  of 
months  or  years  (not  exceeding  3  years,  for  example). 

If  you  think  that  proprietary  schools  are  "ripoffs"  and  deservit  g  of  loss  or  reduction  of  financial  aid 
participation,  the  implementation  of  my  novel  proposal  would  he  a  free- market  way  of  determin- 
ing thepment  poHtkai  issue  of  the  future  for  proprietary  schools.  For  legislators  (and  non- 
profit institutions)  who  believe  that  proprietary  schools  are  a  burden  on  our  economy,  and  that  they 
are  unable  to  produce  results  efficiently,  the  implementation  of  my  proposal  would  be  their  way  of 
"proving"  that  proprietary  schools  do  not  take  persons  off  welfare  and  result  in  subsannal  savings  in 
welfare  costs  (over  and  above  the  loan -default  costs).  On  the  other  hand,  if  the  participating 


,,.„,„„.  j  permit  t 

formance-oriented  free  market  for  career  training  and  placerrw  nt.. 

If  I  were  a  Congrcsspcrson,  I  would  give  proprietary  (as  well  as  non-profit)  schools  the  chance  to  put 
up  or  shut  up.  My  proposal  i$  the  ultimate  in  performance  accountability  and  should  be 
adopted  by  Congress  right  away  in  lieu  of  further  reductions  in  financial  aid  participation  on 
the  part  of  proprietary  schools,  The  non-profit  schools  and  their  lobbyists  (at  public  expense)  have 
been  misleading  you  as  to  the  value  of  proprietary  schools  in  career  training,  and  we  (thebnvate 
school  sector)  would  like  to  offer  you  the  opportunity  to  detemine  proprietary  school  efficiency  for 
the  nation  in  a  free  market  environment. 

The  extent  of  regulation  of  our  proprietary  schools,  including  'he  delays,  creates  numerous  inefficien- 
cies which  shackle  our  educational  system  and  national  asset.  By  creating  a  free  enterprise  zone  for 
proprietary  schools  (as  already  enjoyed  by  the  non-profits),  you  would  enable  us  to  put  more  people 
to  work,  obtain  a  higher  level  of  employee,  raise  overall  tax  dollars,  and  educate  persons  on  a  perfor- 
mance" basis,  which  would  allow  participating  schools  (competing  among  themselves  on  a  price  and 
performance  basis)  to  solve  the  legislative  problem  which  is  presently  before  Congress -  whether 
financial  aid  should  be  cut  back  (meaning,  of  course,  for  proprietary  school  students).  Your  answer 
should  be  i\0.  Financial  aid  for  persons  more  apt  to  default  (students  on  welfare)  should  be 
converted  Into  100%  pay-for*pertormanee  through  my  novel  proposal.  Pr^rietarv  schools 
would  jump  at  the  chance,  I  believe,  to  base  part  of  tneir  school  business  on  a  100%  performance 
basis,  provided  that  Congress  preempts  all  state  and  federal  regulation  of  the  school  other  than  what 
is  necessary  to  ensure  payment  is  warranted. 

I  would  welcome  the  opportunity  to  elaborate  further  upon  thv  unwarranted  restrictions  which  are  im- 
posed on  proprietary  schools  by  the  regulatory  authorities  (such  as  3  month  delays  in  obtaining  ap- 
proval of  a  3-line  classified  advertisement),  which  restrictions  limit  our  ability  to  perform  the  job 
which  we  are  better  able  to  perform  than  any  other  institutions  in  the  United  States  -  the  train- 
ing and  job  placement  of  persons  on  welfare  to  remove  tm  m  from  the  welfare  rolls. 

The  solution  you  seek  is  here,  and  it  is  DEREGULATION  OF  EDUCATION  relating 
to  the  training  and  placement  of  high-risk  of  loan  deimll.  wel  are- type  students. 

Thank  you  for  taking  your  important  time  to  read  this  letter- 
Very  truly  yours. 


Carl  E.  Person*  Founder  and  Director  of  Paralegal  Institute  for  18  Years;  also,  a 

Board  member,  NVS  Assoc.  of  Career  Schools  &  Legislates  Committee  member.  ACCET 
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Paralegal  Institute 
221  W.  41st  St. -6th  Fir. 
New  York  NY  10036 
(212)  302-2224 


Fax  (212)  221-8680 


Senator  Jim  Jeffords 
United  Slates  Senate 
530Dirk*n  S,0,B, 
Washington,  D.C.  20510 

Attn:  Pam  Kruse 
Fax  202-224- 1507 

Re:    Education  &  Welfare  Reform  Proposal  - 

to tokc persona,  ^wrifarcat t^^hnft<VmHv£2u^pst 

Dear  Jim: 

The  proprietary  school  sector  can  do  far  more  than  you  imagine.  With  vour  help,  we  can 
take  persons  off  of  welfare  dependency,  and  without  "financial  aid".  All  we  as 
proprietary  schools  ask  is  that  we  be  paid  for  the  job  as  performed.  This  is  a  revolution- 
ary concept,  to  be  paid  for  performance. 

I  offered  this  proposal  to  New  York  City  in  1974  (see  c  >py  of  4/8/74  letter  attached)  but 
was  sold  that  federal  law  did  not  permit  a  state  or  local ,  ,ovemmem  to  use  any  of  the  wel- 
fare savings  to  pay  for  creating  such  savings,  and  the  poposal  was  dropped. 

During  February,  1987  about  1  week  before  the  50  Governors  met  with  President 
Reagan  (which  resulted  in  approval  of  the  Welfare  Reform  Act),  I  made  the  same 
proposal  in  a  letter  to  each  Governor.  Most  Governors  responded,  all  fa vorablv  (See  at- 
tached  copy  of  3/2CV87  letter  from  Colorado  Coventor  Romcr.) 

My  idea  is  simple: 

!.  Let  the  state  or  local  government  certify  the  welfare  4  uses  who  are  eligible  for  the 
program.  This  prevents  a  school  from  taking  only  the  <  isy  cases.  The  state  or  local 
government  would  certify  only  those  cases  where  it  wo.tld  be  glad  to  get  rid  of  the  wel- 
fare case  at  any  cost 

2.  A  school  would  have  the  option  to  reject  any  proposed  students  without  cause  being 
shown  (of  course,  subject  to  the  state  and  federal  laws  prohibiting  discrimination). 

3,  The  school  and  state  or  local  government  would  entc 1  into  a  contract  providing  the 
compensation  to  be  earned  by  the  school  and  the  standards  for  payment  eligibility 
(restricted  of  course  by  federal  statutory  or  regulatory  maximums).  The  standards,  for 
example,  might  be; 

(a)  that  the  student  have  received  tacoroe  or  reduced  his/her  welfare  dependency 
by  a  minimum  of  $ 1 ,000  per  month  on  the  average  for  a  minimum  of  6  months; 
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(b)  thai  the  school  receive  50%  (or  40%  or  33-1/**.  e.g.)  of  the  savings  which 
the  welfare  system  enjoys  by  reason  of  the  change  m  status  of  the  welfare 
recipient  over  a  3-year  (or  2-1/3  year  or  2-year,  e.g.)  nenod,  payable  monthly 
within  30  days  after  proof  of  entitlement  is  submitted  to  the  state  or  local 
authority. 

4.  For  schools  engaged  in  training  under  this  law,  no  state  or  federal  laws  relating  to  the 
regulation  of  schools  or  school  funding  will  apply  as  to  the  training  under  this  law  but 
that  all  taws  will  continue  to  apply  to  the  other  training  being  earned  out  by  the  school . 
This  would  be  done  by  having  a  provision  in  the  bill  which  preempted  all  state  regula- 
tion  of  the  school  (other  than  Tire,  safety  and  health  laws  administered  by  other  bureaus.  I 
suppose). 

5.  This  new  provision  is  not  intended  to  replace  financi:U  aid  programs  for  proprietary 
and  Jtta-prom  schools,  but  should  be  used  in  pan  to  evi  tuate  the  value  of  financial  aid  in 
the  wknis  school  sectors  where  it  is  being  used,  and  to  help  schools  substantiate  (or  dis- 
prove) their  claims  that  loan  defaults  are  far  less  costly  io  the  economy  than  the  costs  of 
carrying  the  "certified"  persons  on  welfare, 

6.  It  is  expected  that  schools  which  have  seating  capacity  would  be  able  to  profit  sub- 
stantially by  undertaking  to  take  persons  off  welfare  at  me  school  s  own  expense,  and  an 
added  part  of  their  business  in  addition  to  teaching  stud*  nts  who  pay  for  their  courses 
directly,  and  students  who  use  financial  aid  to  pay  for  their  courses.  At  this  time,  the 
proprietary  school  sector  of  our  economy  is  under  substantial  attack.  For  many  schools, 
the  attack  is  wholly  unjustified,  and  in  fact  countcrprodiictive.  This  new  approach  would 
be  a  good  way  of  getting  at  the  real  facts.  So-called  "nj<  ofT  schools,  you  would  expect, 
would  not  be  interested  in  participating.  I  think  vou  would  be  mqst  surpro<£to  find  a 
high  percentage  of  proprietary  schools  in  the  U.S.  interested  m  this  proposal  (which  itself 
mightsuggest  that  they  believe  they  are  doing  or  can  do  the  right  job).  I  wonder  how 
many  non-profit  colleges  and  universities  would  be  interested? 

7  The  idea  is  essentially  the  privatization  of  welfare  and  education,  permitting  maxi- 
mum freedom  for  the  persons  who  take  the  risks  to  determine  for  themselves  what 
program  they  will  provide.  A  lot  of  flexibility  is  necessary,  I  think.  Please  look  at  the 
sample  resume  (attached  hereto),  which  lists  much  of  the  welfare  program  which  I  have 
in  place  already  at  Paralegal  Institute.  The  only  problei  i  is  that  with  the  mount  of  ex- 
cessive regulation  to  which  the  school  has  been  subject,  the  program  could  not  act 
started  Trie  program  (before  its  emasculation)  included  driver  training,  counsellors  for 
dealing  with  stuoents  problems  outside  of  class,  and  speech  therapy  for  needy  students. 

8.  As  an  additional  thought,  it  should  be  remembered  tr  xt  the  taxes  paid  by  the  former 
welfare  recipient  over  several  years  should  reduce  the  cost  of  taking  him/her  ott  ot  wel- 
fare. 

1  would  appreciate  the  opportunity  of  talking  about  this  proposal  for  reform  of  our  educa- 
tion and  welfare  laws. 

Sincerely, 
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UNITED  STATES  DISTRICT  COURT 
SOUTHERN  DISTRICT  OF  NEW  YORK 


NEW  YORK  STATE  ASSOCIATION  OF  CAREER 
SCHOOLS,  CITY  TECHNICAL  INSTITUTE, 
ISLAND  DRAFTING  &  TECHNICAL  INSTITUTE, 
MANHATTAN  TECHNICAL  INSTITUTE,  NASSAU 
SCHOOL  FOR  MEDICAL  AND  DENTAL 
ASSISTANTS,  PARALEGAL  INSTITUTE  and  SUFFOLK 
TECHNICAL  INSTITUTE, 

Plaintiffs,  :  COMPLAINT 

against-  : 

STATE  EDUCATION  DEPARTMENT  of  the  State  : 

of  New  York;  BUREAU  OF  PROPRIETARY 

SCHOOL  SUPERVISION  of  the  SED;  JOSEPH  P.  FREW  : 

Chief,  Bureau  of  Proprietary  School  Supervision 

of  the  SED;  JAMES  A,  KADAMUS,  Assistant  : 

Commissioner  of  the  SED,  Office  of  Continuing 

Education;  DONALD  J.  NOLAN,  Deputy  Commissioner  : 

for  Higher  and  Professional  Education  of  the  SED; 

ROBERT  J.  MAURER,  Executive  Deputy  Commissioner 

of  the  SED;  and  THOMAS  SOBOL,  Commissioner  of  the 

SED  and  President  of  the  University  of  the  State  of  : 

New  York;  with  each  of  the  individual  defendants  being 

sued  in  his  individual  as  weU  as  official  capacity,  : 

Defendants.  : 

 -  -  x 


Plaintiffs,  for  their  complaint,  respectfully  allege: 


iurMifliflo 

1 .  The  jurisdiction  of  this  court  to  hear  this  complaint  against  defendants  is  based 
upon  the  original  jurisdiction  of  this  court  under  28  U.S.C  §  1 343  to  hear  an  action  to  "redress 
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the  deprivation,  under  color  of  am  State  law,  statute,  ordinance,  regulation,  custom  or  usage'  of 
the  State  of  New  York  "of  any  ngM.  privilege  or  immunity  secured  by  the  Constitution  of  the 
United  States  or  by  any  Act  of  Congress  providing  for  equal  rights  of  citizens  or  of  all  person* 
within  the  jurisdiction  of  the  United  States".  Specifically,  this  complaint  is  brought  to  redress 
the  deprivation  of  rights,  privileges  and  immunities  secured  to  plaintiffs  by 

(a)  1st  Amendment  to  the  U  S.  Constitution  ■  Freedom  of  Speech  for  the-  benefit  of 
prospective  students  and  school  employees.  Freedom  of  Conrnurtul  Speech  tor  the  plaintiff  and 
member  schools  and  then  employees.  Right  to  Petition  the  Government  for  a  Redress  of 
Grievances,  and  unconstitutional  deprivation  of  and  interference  with  the  right  secured  h*.  she 
1st  Amendment  and  other  provisions  of  the  U  S  Constitution  for  business  organisations  n« 
provide  private  job- related  education  and  dissemination  of  iob- related  ideas  io  the  public  m 
competition  with  government  owned  and  other  non-profit  educational  institutions. 

(b)  14th  Amendment  to  the  U  S.  Constitution. §  1 

Deprivation  of  Property  without  Due  Process  of  U* .  both  procedural  and 
substantive;  and 

Denial  of  liqual  Protection  of  Laws,  and 

(c)  Section  1983  of  the  Civil  Rights  Act  (43  U  S  C  §  198.U  providing  equal  rights 
under  state  and  local  law  for  citizens  or  other  persons  within  the  jurisdiction  of  the  United  States 
Also,  this  action  is  brought  as  a  declaratory  judgment  action  pursuant  to  28  L'.S.C  §  220\ 

Plaintiffs 

2  Plaintiff  NEW  YORK  STATE  ASSOCIATION  OF  CARELK  SCHOOLS,  a 
New  York  not-for-profit  association  of  proprietary  schools  in  New  York  State,  has  ns  offices  at 
225  W,  34th  Street,  New  York,  New  York  10122.  Plaintiff's  membership  consists  of 
approximately  75  occupational  (i  e..  "licensed  trade"  or  "registered  business  ')  schools  doing 
business  in  New  York  State  and  licensed  as  trade  schools  under  §  5001  or  registered  as  business 
schools  under  §  5002  of  the  New  York  Education  Law  Part  of  its  activities  is  to  give  instruction 
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and  guidance  to  its  member  school  and  ihetr  employees  relating  to  the  rules  and  regulation 
governing  the  schools  and  their  directors,  instructors  and  staff  and  to  assist  them  in  compliance. 

3.  The  schools  listed  below,  each  a  proprietary  school  licensed  or  registered  under 

5  5001  or  §  S0O2  of  the  New  York  Education  Law.  are  also  plaintiffs  in  this  action: 

Nam*  of  Plaintiff  School  AddxtSS  Iggfi  InflUSflCalttl 

City  Technical  Institute  70  W.  36th  St.,  New  York  NY  §5001  New  York 
Island  Drafting  & 

Technical  Institute  128  Broadway,  Amit.vviile  NY  5S0OI  New  York 
Manhattan  Technical 

Institute  154  W.  I4lh  St.,  New  York  NY  §5001  New  York 
Nassau  School  for  Medical 

6  Dental  Assistants  17  W.  60th  St„  New  York  NY  §5001  New  York 
Paralegal  Institute  221  W.  41st  St.,  New  York  NY  §5001  New  York 
Suffolk  Technical  Institute  875  Avenue  of  Americas,  New  York  NY      §5001  New  York 

Pefendants 

4.  Defendant  STATE  EDUCATION  DEPARTMENT  of  the  State  of  New  York 
(the  "SED")  has  its  principal  place  of  business  at  1  Commerce  Flaw,  99  Washington  Avenue, 
Albany.  New  Yoric  12234  and  a  place  of  business  at  2  World  Trade  Centex,  New  York,  New 
York  10047. 

5.  Defendant  BUREAU  OF  PROPRIETARY  SCHOOL  SUPERVISION  of  the 
SED  (the  "SED  Bureau")  has  its  principal  place  of  business  at  I  Commerce  Plaza,  99 
Washington  Avenue,  Albany,  New  York  12234  and  a  place  of  business  at  2  World  Trade  Center, 
New  York.  New  York  1004? 
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6.  Defendant  JOSEPH  P.  FREY  is  the  Chief  of  ihe  SED  Bureau  and  has  hi* 
principal  place  of  business  at  I  Comn*rec  Plaza.  99  Washington  Avenue.  Albany.  New  York 
12234  and  a  place  of  business  at  2  World  Trade  Center.  New  York.  New  York  10CW7. 

7.  Defendant  JAMES  A.  KADAMUS.  Assistant  Commissioner  of  the  SED,  Office 
of  Continuing  Education,  and  as  such  is  responsible  for  the  SED  Bureau,  and  has  hts  principal 
place  of  business  at  1  Commerce  Piaia.  99  Washington  Avenue.  Albany.  New  York  12234  and  a 
place  of  business  at  2  World  Trade  Center.  New  York.  New  York  10CU7. 

8.  Defendant  DONALD  J.  NOLAN.  Deputy  Commissioner  for  Higher  and 
Professional  Education  of  the  SED,  and  as  such  is  responsible  for  the  SED  Bureau,  and  has  his 
principal  place  of  business  at  Cultural  Education  Center,  Empire  State  Plaza,  Albany,  New  York 
12230  and  a  place  of  business  at  2  World  Trade  Center,  New  York,  New  York  10047- 

9  Defendant  ROBERT  J.  MAURER,  Executive  Deputy  Commissioner  of  the 
SED.  and  as  such  is  responsible  for  the  SED  Bureau,  and  has  his  principal  place  of  business  at 
State  Education  Building.  89  Washington  Avenue.  Albany.  New  York  12234  and  a  place  of 
business  at  2  World  Trade  Center,  New  York.  New  York  10047. 

10.  Defendant  THOMAS  SOBOL.  Commissioner  of  the  SED  and  Piesidcnt  of  the 
University  of  the  State  of  New  York,  and  as  such  is  responsible  for  the  SED  Bureau,  and  has  his 
principal  place  of  business  at  State  Education  Building.  89  Washington  Avenue.  Albany.  New 
York  12234  and  a  place  of  business  at  2  World  Trade  Center,  New  York,  New  York  10047. 

1  i.  Each  of  the  defendants  described  in  paragraphs  6-30  above  is  sued  in  an 
individual  capacity  as  well  as  in  his  capacity  as  an  official  of  New  York  State,  the  SED  and  the 
SED  Bureau. 

Background 

1 2.  New  York  State  has  a  variety  of  schools  offering  non-degree  occupational 
programs  for  which  the  student  or  student's  pare*!  pays  tuition  or  obtains  financial  aid  direct!  v 
(mainly  through  U.S.  government  guaranteed  Stafford,  SLS  or  Plus  loans  or  Pell  grants)  or 
indirectly  (through  Joint  Training  and  Partnership  Act  "JTPA*  programs  or  the  new  federal 
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Welfare  Reform  Act).  These  schools,  in  competition  with  each  other  for  recruiting  students  to 
enrol!  in  and  attend  their  respective  compcrng  programs,  are 

A.  Schools  licensed  under  i  5001  or  §  5002  of  the  New  York  Education  la* . 
commonly  called  "proprietary  schools"  (numbering  approximately  415.  with  a  total  of  about 
250,000  students  per  year), 

B.  Universities  and  4- year  colleges,  non  profit  and  for-profit  (numbering 
approximately  132). 

C.  2-year  community  colleges,  non-profit  and  for-profit  (numbering  approximately 

68). 

D.  JTPA  programs,  non-profit  or  for-profit  (number  not  known). 

E.  Programs  run  by  re*,  ious  organisations  (number  not  known). 

H.  Programs  run  by  other  non-profit  organizations  (number  not  known);  and 

G  Programs  owned  by  for-profit  corporations  and  run  in  the  name  of  universities 
or  4-year  colleges  by  the  for-profit  corporation  under  a  tuition-splitting  arrangement  (several  at 
least). 

13.  The  mission  of  colleges  and  universities  for  many  years  was  to  provide  a 
liberal  arts  or  business  education  leading  to  a  degTee.  Many  students  cannot  afford,  cannot 
qualify  for,  or  do  not  desire  degree  programs  and  seek  specific,  shorter  occupational  training 
instead.  The  §  5001-5002  schools  and  their  predecessors  for  many  decades  in  New  York  State 
developed  and  offered  these  occupational  training  programs  and  structured  them  to  permit,  when 
feasible,  students  to  enroll  more  frequently  than  at  the  beginning  of  a  "semester"  or  "school 
year*.  Colleges  and  universities  saw  this  demand  for  pure  vocational  training  as  a  way  to 
increase  their  revenues  and  fill  empty  scats  not  being  filled  by  degree  students,  and  began 
offenng  competing  programs  themselves,  without  any  of  the  regulations  or  safeguards  made 
applicable  to  §  5001-5002  schools*  which  sections  give  a  blanket  exemption  to  schools  offering 
degrees,  even  as  to  their  short,  non-degree  occupational  programs. 
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14  The  occupational  traiiung  program*  of fered  by  the  school*  listed  in{  12B-G 
above  compete  with  the  occupational  training  programs  offered  by  the  schools  listed  in  S  I2A 
(the  §  5001-5002  schools). 

15.  Ail  of  the  §  5001-5002  schools  located  in  New  York.  New  York  and  many  of 
the  other  §  5001-5002  schools,  is  well  as  almost  all  universities  and  4-year  colleges  in  New 
York  State  and  an  unknown  number  of  the  other  schools  offering  non  degree  vocational 
programs  art  engaged  in  interstate  commerce  *iih  respect  to  their  degree  and/or  non-degree 
occupational  program  offenngs. 

16.  The  §  5001-5002  schools  are  regulated  by  a  comprehensive  set  of  rules  and 
regulations  derived  from  §§  5001,  rfie?.  of  the  New  York  Education  law,  which  specifically  or 
impliedly  exempt  these  other  competing  schools  from  such  regulation,  and  the  statutes  or 
regulations  under  which  these  competing  schools  arc  organized  do  not  regulate  the  programs  and 
marketing  of  these  competing  schools  in  the  area  in  which  they  compete  with  §  5001-5002 
schools:  non-degree  occupational  programs  involving  tuition  payment  or  federal  financial  aid. 

17.  The  procedures  followed  by  the  SHD  Bureau  in  reviewing  and  approving  (or 
disapproving)  (i)  proposed  advertising  and  promotional  material  and  (ii)  license  applications  for 
persons  who  talk  with,  hand  out  flyers  to,  show  facilities  to,  or  sign  enrollment  agreements  with 
prospective  students  (collecuvely  called  "private  school  agents"  in  §§  5001  -5002)  -  involve 
delays  averaging  about  5  weeks  from  the  date  of  filing  of  the  advertising,  promotional  material 
or  license  application  if  it  turns  out  to  be  approved,  and  10  weeks  or  more  if  the  advertising  or 
sales  material  is  rejected  one  time,  and  6-7  weeks  if  the  license  application  for  a  specific  private 
school  agent  is  approved  upon  its  fust  submission. 

18.  These  delays  mean  that  a  school  cannot  advertise  or  solicit  prospective 
students  with  any  of  the  proposed  advertising  or  promotional  material,  cannot  send  out  a 
newsletter  containing  timely  information,  cannot  send  out  invitations  to  a  specifically  planned 
open  house,  and  cannot  sc.A  out  correspondence  to  high  schools  asking  to  be  invited  to  provide 
information  to  graduating  high  school  seniors  at  career  day  gatherings.  Also,  it  means  that  a 
school  cannot  have  any  advertising  or  promotion  at  all  for  a  newly -approved  vocational  training 
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program  until  months  after  the  program  is  approved,  while  the  school  must  conunue  to  pay  rent 
on  empty  classrooms  and  pay  the  staff  standing  by  to  administer  or  teach  the  nc*  program. 
Also,  this  means  that  even  when  advertising  is  approved  there  can  be  no  solicitation  or 
enrollment  of  students  by  any  human  bemg  (even  the  licensed  school  director)  while  their 
private  school  agent  licensing  xs  awaiting  approval  and  issuance 

19.  The  effect  of  these  delays  is  devastating  and  virtually  killing  the  I  5001  •  5002 
schools,  and  the  SED  Bureau's  response  to  the  schools  ts  that  they  do  not  have  enough  personnel 
to  handle  the  volume  of  work  caused  by  the  statutes  and  regulations  they  arc  required  to  enforce. 

20.  Upon  information  and  belief,  the  reason  that  various  schools  under  § 
5001-5002  have  gone  out  of  business  is  m  pan.  at  least,  the  delays  described  herein  The 
regulation  of  businesses  by  the  SED  Bureau  in  the  area  of  advertising,  promotion,  and  ogent 
licensing  i.c  *»  total  disaster,  with  the  SED  Bureau  apparently  being  totally  unaware  or  unwilling 
to  avoid  the  obvious  dire  economic  consequences  to  the  school  of  the  SED  bureau's  failure  to 
perform  its  side  of  the  rcgub.ory  activities  undertaken  by  it. 

2 1 .  For  every  week  that  a  school  waits  for  the  issuance  of  a  license  to  an  m-housc 
private  school  agent  (the  only  persons  who  under  New  York  law  can  orally  solicit  or  tnvoll  a 
new  student),  the  school  may  lose  approximately  S25.0OO  in  tuition  revenue,  Thus,  a  school 
waiting  6  weeks  for  the  issuance  of  a  single  private  school  agent's  license  loses  about  $150,000 
in  tuition  income. 

22.  This  tuition  revenue  is  needed  by  the  school  for  curriculum  development  and 
improvement,  equipment  and  facilities  modernization  or  supplementation,  improvement  of 
placement  programs,  and  development  or  improvement  of  programs  to  ensure  compliance  with 
all  applicable  rules  and  regulations:  federal,  state,  city.  U.S.  Office  of  Education.  SED  Bureau, 
FTC.  accrediting  agency,  fire,  health,  sanitation,  building,  consumer  affairs,  handicapped, 
veterans,  drug  abuse,  and  environmental  Schools  may  well  3vera£e  30  weeks  of  waiting  per 
year  for  private  school  agent  licenses,  or  a  total  cost  per  year  of  $750,000  per  school,  which 
cannot  be  recovered.  The  proprietary  schools,  their  students,  overall  compcution  suffers  and  the 
public  suffer  their  respective  injuries  as  a  lesult. 
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23  The  delays  in  obtaining  approval  for  advertising  copy  and  promotional 
material,  including  newsletter*,  open  house  invitations,  covering  letters,  letters  to  college  and 
university,  high  school  and  welfare  counsellors  and  press  releases  <jm  to  name  a  few  items) 
involves  multi-million  dollar  losses  as  to  newlyapproved  programs  which  take  an  additional  6 
months  or  more  to  get  started  by  reason  of  these  delays,  and  hundreds  of  thousands  of  dollars  or 
more  as  to  programs  which  already  have  approved  advertising  and  can  use  the  old  copy  until  the 
new  is  approved. 

24.  The  overall  effect  of  the  delays  upon  the  business  of  schools  licensed  or 
registered  under  §  5001  or  §  5002  is  to  discourage  them  from  changing  and  updating  their 
training  programs  (which  could  require  a  massive  amount  of  filings  and  costly  delays  to  update 
advertising  and  promotional  copy),  deprive  each  §  5001  and  §  5002  school  of  the  tumon  income 
they  need  to  run  their  school  most  effectively  by  providing  the  best  training  and  placement 
programs  which  appropriate  tuition  funding  can  provide  (but  which  is  not  obtained  by  reason  of 
the  delays),  and  make  §  5003  -5002  schools  less  competitive  as  to  the  other  competing  types  of 
schools  listed  in  S  12B-G  above. 

25.  To  avoid  these  delays,  all  requests  for  approval  of  proposed  advertising  and 
promotional  material  and  ail  license  applications  for  private  school  agents  should  be  effective 
upon  filing  with  the  SED,  and  the  SED  Bureau  within  a  reasonable  time  (sa*  5  business  days) 
should  be  required  to  make  any  specific  objections  and  work  out  any  advertising  copy  or  agent 
license  application  changes  it  may  require.  This  is  a  more  reasonable  and  less  restrictive  way  to 
regulate  private  school  agents,  and  not  deprive  them  of  their  freedom  to  work  and  freedom  to 
speak  with  prospective  students  whiie  waiting  for  the  SED  Bureau  to  get  to  their  license 
applications. 

Summary 

26  This  action  is  brought  to  eliminate  as  unconstttutionai  the  following  statutory 
and  regulatory  requirements  affecting  only  for-profit  (i.e.,  "proprietary")  trade,  technical  and 
business  schools  in  New  York  State  licensed  or  registered  under  §  5001  or  §  SQ02  of  the  New 
York  Education  Law: 
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(i)  the  prior  review  a*)d  censorship  of  school  advertising  and  promotion*!  material, 

(ii)  the  prohibition  against  using  non- fraudulent  and  non -deceptive  advertising 
techniques  used  by  most  businesses  and  advertisers  in  the  Un.uu  States  to  attract  persons  to 
read,  view  or  listen  to  an  advertisement  or  promotional  material  (which  the  SED  Bureau  claims 
is  not  purely  factual  or  is  not  relevant  to  the  occupational  training  being  offered  -  such  as 
advertising  referring  to  the  program  benefits  or  type  of  persons  to  be  helped  rather  than  the  e*act 
title  of  the  program); 

(iii)  the  extensive  delays  averaging  2-3  months  and  sometimes  exceeding  4  months 
in  obtaining  SED  Bureau  permission  so  use  advertising  or  promotional  materials  filed  by  a 
school  which  unnecessarily  adds  many  hundreds  of  dollars  (or  even  SI  ,000)  to  the  cost  of  tumon 
per  student  and  reduces  the  ability  of  such  schools  to  lead  in  making  curriculum  improvements 
and  marketing  efforts  required  in  the  fast-changing  recruiting,  training  and  placement  markets 
served  by  the  schools; 

(iv)  the  licensing  of  school  employees  and  representatives  who  solicit,  speak  with 
or  show  the  school  facilities  to  s  prospective  student  or  enter  into  an  enrollment  agreement  »viih 
any  prospective  student; 

(v)  the  individual  bonding  of  school  employees  and  representatives  who  solicit, 
speak  with  or  show  the  school  facilities  to  a  prospective  student  or  enter  into  an  enrollment 
agreement  with  any  prospective  student;  or,  in  the  alternative* 

(vi)  the  weeks  and  months  of  delay  in  obtaining  approval  of  the  licensing  of  such 
school  employees  and  representatives  which  unnecessarily  adds  many  hundreds  of  dollars  (or 
even  $1,000)  to  the  cast  of  tuition  per  student  and  reduces  the  ability  of  such  schools  to  lead  in 
making  market-driven  curriculum  improvements  and  marketing  efforts. 

27.  These  roles  sought  to  be  declared  unconstitutional  are  not  applicable  to  the 
types  of  schools  in  New  York  State  (alleged  in  f  12B-G  above)  offering  non-degree  trade, 
technical  and  business  "certificate'*  or  "continuing  education*4  programs  of  the  same  length,  using 
the  same  marketing  methods,  in  direct  competition  with  §  5001  and  §  5002  schools. 
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COUNT  1 

(Denial  of  Civil  Rights  -  Advertising  &  Promotional  Material  Censorship) 

28.  Plaintiffs  allege  and  reallege  each  of  the  allegations  in     1-27  above,  and 
further  allege  that  §  5003  of  ;hc  New  York  Education  Law  provides  as  to  "All  schools  licensed 
or  registered  pursuant  to  I  §  5001  or  5002]**  that 

M(i)n  every  such  school  the  method  and  content  of  the  advertising,  including 
advertisements  by  licensed  private  school  agents  •  *  •  shall  comply  wiih 
standards  for  approval  set  forth  in  regulations  of  the  commissioner  {of 
Education  j.M 

29.  By  Regulation  effective  January  1,  1986,  The  State  Education  Department 
CSED")  and  SED  Bureau  {or  "Department"  immediately  below)  directed: 

Advertising 

'The  law  authorizes  the  Department  to  require  that  ali  advertising,  including 
advertisements  by  licensed  private  school  agents,  be  submitted  to  the 
Department  prior  to  their  being  used,  and  that  all  advertisements  shall  comply 
with  standards  for  approval  set  by  the  Commissioner.1* 

30.  Subdivision  (a)  of  §  126.3  of  the  Regulations  of  the  Commissioner  of 
Education  was  amended,  effective  January  1 , 1987,  to  read  as  follows: 

M(a)  Statements  and  representations  in  all  forms  of  advertising  and  promotion 
shall  be  fairly  and  clearly  presented,  accurate  and  restricted  to  facts  which  can 
be  substantiated  by  evidence  available  at  the  school.  All  forms  of  advertising 
and  promotion  on  behalf  of  schools,  whether  initiated  by  schools,  certified 
private  school  agents,  or  the  employees  or  agents  of  a  school  or  certified  private 
school  agent,  shall  identify  the  schools  for  which  the  advertising  or  promotion 
was  undertaken,  and  shall  be  submitted  to  the  State  Education  Department  at 
least  20  working  days  before  being  used." 

SI.  The  application  of  these  statutory  provisions  and  regulations  by  the  SED 
Bureau  is  arbitrary,  unpredictable,  and  often  contrary  to  the  published  regulations  themselves. 
The  SED  Bureau  uses  unpublished  or  arbitrary  rules,  and  creates  new  rules  on  a  near  daily  basis 
without  formal  rule* adopting  procedures  for  rejecting  proposed  advertising  and  promotional 
material  in  what  amounts  to  a  wholly  unconstitutional  review  and  censorship  process  imposed  by 
the  SED  Bureau. 

32.  Upon  submission  of  proposed  advertising,  newsletters,  press  releases, 
correspondence  or  other  promotional  material  to  the  SED  Bureau  (in  Albany  as  of  January  1, 
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1989),  the  SED  Bureau  reviews  the  submitted  material  and.  applying  arbitrary  standards  not 
available  to  the  regulated  school*  and  probably  not  existing  at  ail,  and  frequently  rejects  the 
proposed  material.  A  copy  of  a  typical  rejection  form  is  attached  as  Exhibit  A. 

33.  These  activities  by  defendants  amount  to  an  unlawful  censorship  and  pnor 
restraint*  and  deprive  prospective  students  in  New  York  State  and  in  other  states  and  their 
advisors  of  valuable  information  about  career  training  in  New  York  State. 

34.  The  general  New  York  Slate  laws  prohibiting  fraud  together  with  appropriate 
enforcement  by  the  SED.  and  a  requirement  of  filing  of  advertising  and  specific  types  of 
promotional  material  for  review  after  use,  would  be  sufficient  to  deal  with  any  fraudulent 
advertising  or  promotion  by  schools  or  their  agents,  and  it  is  unreasonable  to  require  school 
advertising  and  promotional  materials  for  §  5001  and  §  5002  schools  to  be  censored,  prohibited 
and  changed  prior  to  use. 

35.  The  interest  of  New  York  State  could  be  achieved  by  less  restrictive  means, 
such  as  by  requiring  the  filing  of  advertising  and  specified  types  of  promotional  material  with  the 
SED  Bureau  upon  first  use,  at  which  time  the  SED  Bureau  would  have  a  reasonable  time  (such 
as  5  business  days)  to  review  the  submission  and  either  (i)  approve  the  filing  without  needing  to 
advise  the  school;  or  (»)  advise  the  school  by  fax,  telephone  or  letter  that  the  filed  advertisement 
requires  corrective  action*  including  if  appropriate  the  need  to  inform  all  student  e»irollees  after  a 
certain  date  that  certain  representations  were  or  may  be  false  and  that  such  enrollees  have  the 
right  to  withdraw  from  the  school  and  receive  a  100<fc  refund  of  any  tuition  paid  or  total 
cancellation  of  any  financial  aid  applications.  In  New  York  State,  any  student  of  a  §  5001  or  § 
5002  school  has  the  right  in  any  event  to  withdraw  with  a  100%  refund  and  cancellation  of 
financial  aid  obligations  prior  to  the  start  of  attendance  and  (as  to  the  vast  majority  of  their 
training  programs)  during  the  first  week  of  class.  Because  of  this  ability  to  totally  undo  the 
effects  of  any  "fraudulent"  advertising,  there  is  no  need  for  the  existing  sysxmof  prior  restraint 
and  prior  censorship.  A  more  reasonable  and  less  restrictive  regulatory  method  exists  for 
accomplishing  the  same  results  without  depriving  schools  and  prospective  students  of  their  rights 
to  free  speech. 
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36.  The  regulations  governing  advertising  and  promotional  material  arc  construed 
by  defendants  to  require  fe  5001  and  §  5002  schools  to  submit  to  the  SED  censor  ("Advertising 
Review  Unit"  of  the  SED  Bureau)  all  advertising  and  promotional  material  (including 
newsletters,  press  releases,  and  letters  to  high  school,  college  and  university  career  and 
placement  offices)  for  prior  review  and  approval  (if  obtainable)  before  use, 

37.  There  is  no  comparable  rule  for  any  of  the  other  types  of  schools  offering 
competing  programs  listed  in  %  J2B-G  above. 

38.  The  New  York  statute  giving  defendants  the  statutory  authority  to  regulate 
proprietary  school  advertising,  §  5003  of  the  New  York  Education  Law,  was  enacted  in  1972  to 
replace  older  legislation,  and  school  advertising  was  then  (as  before)  required  to  be  filed  and 
approved  before  use,  prior  to  the  Supreme  Court's  series  of  decisions  starting  with  the  Viriginia 
State  Board  of  Pharmacy  v.  Virginia  Chen's  Consumer  Council,  Inc.  425  U.S.  748  (1976) 
expanding  the  First  Amendment  to  include  substantial  protection  under  the  1st  and  14th 
Amendments  for  "commercial  speech"  and  the  public's  related  right  to  receive  valuable 
commercial  information. 

39.  Effective  January  1, 1989,  all  proprietary  school  advertising  for  all  415  schools 
for  the  first  time  had  to  be  submitted  to  a  single  censorship  unit  ("Advertising  Review  Unit")  in 
Albany,  at  which  time  the  delays  started  to  accelerate  and  the  arbitrariness  and  uncontrolled 
rule-making  became  uniform  for  all  schools  and  obvious. 

40.  Prior  to  January  1, 1989.  advertising  was  reviewed  by  the  individual 
"associates"  in  the  Manhattan  and  Albany  offices  of  the  SED  Bureau  in  New  York  State  who 
were  assigned  to  work  with  the  specific  school,  and  the  delays  in  obtaining  approval  varied  from 
immediate  to  delayed,  depending  on  the  associate  and  the  associate's  workload  and  availability, 
and  whether  the  school  requested  immediate  review.  The  associate  tended  to  review  proposed 
submissions  with  far  fewer  rejections  and  with  greater  speed  when  requested. 

41.  Since  January  1,  1989,  however,  all  advertising  and  promotional  review  (other 
than  catalogs)  was  centralized  in  the  Albany  office  of  the  SED  Bureau  (in  a  newly  constituted 
"Advertising  Review  Unit"),  and  within  a  period  of  about  two  months  delays  began  to  reach  5*6 
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weeks  or  longer  with  a  very  high  percentage  of  submitted  material  returned  for  correction  and 
refiling  with  another  5-6  weeks  or  more  of  waiting  require     >ih  no  priority  given  at  all  for 
schools  requiring  immediate  review.  This  means  that  as  of  the  filing  of  this  complaint,  it  takes 
proprietary  schools  in  New  York  State  anywhere  from  5-6  weeks  to  1 2  weeks  or  longer  to  obtain 
approval  of  proposed  correspondence,  newsletters,  press  releases,  advertisements.  TV  and  radio 
commercial  copy,  and  other  promononal  material  before  they  may  use  it. 

42.  Proprietary  schools  with  new  programs  to  describe  and  advertise  cannot  survive 
if  they  have  to  wait  this  long  for  the  right  to  test  copy  or  solicit  students,  especially  in 
competition  with  these  other  categories  of  schools  offering  the  same  program  which  arc 
permitted  by  New  York  law  to  run  advertising,  use  promotional  material,  mail  newsletters  and 
do  anything  else  (broadcast  or  print)  without  having  to  wait  for  any  prior  approval,  amd  without 
having  to  obram  any  subsequent  approval  cither. 

43.  The  present  law  and  regulations  under  §§  5001,  ct  seq.  of  the  New  York 
Education  Law  regulating  school  advertising  are  unconstitutional  in  themselves  and  as  applied 
by  defendants. 

44.  The  effect  of  this  restraint  and  prior  restraint  upon  proprietary  schools  is  to 

(i)  substantially  decrease  the  incentive  for  a  school  to  change  its  curriculum  or  add 
any  new  programs  because  of  the  need  to  wait  for  perhaps  a  quarter  year  to  obtain  approval  of 
the  new  copy  and  perhaps  be  unable  to  use  the  old  copy  (which  may  no  longer  accurately 
describe  an  obsolete  program); 

(ii)  reduce  the  average  tuition  income  of  each  of  the  proprietary  schools  in  the 
amount  of  hundreds  of  thousands  of  dollars  on  the  average  because  of  their  inability  to  market 
their  programs  during  the  period  they  wait  for  the  required  approvals; 

(in)  unnecessarily  consume  the  time  of  top  management  of  the  school  in  preparing, 
reviewing,  transmitting,  waiting,  revising,  re* transmitting  and  re- waiting  relating  to  the  licensing 
of  advertising  copy  and  sales  promotional  material  when  the  time  should  be  available  for 
development  of  more  effective  training  and  placement  piograms,  the  primary  feature  of 
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proprietary  schools  which  arc  structured  to  develop  programs  more  quick))'  than  most  if  not  all 
of  the  other  types  of  schools;  and 

(iv)  substitute  the  limited  knowledge  and  experience  of  the  single  SED  censor 
(with  no  apparent  prior  business,  marketing,  advertising  or  school  experience)  for  the  substantial 
knowledge  and  experience  of  the  4]  5  proprietary  school  directors,  and  prevent  accurate 
information  or  full  disclosure  about  an  existing  or  new  program  from  being  disseminated  to  the 
public. 

45.  Each  of  the  members  of  the  plaintiff  association  and  each  of  the  plaintiff 
schools  is  being  injured  by  reason  of  the  foregoing,  and  is  suffering  from  irreparable  injur)'. 

46.  The  activities  of  the  defendants  as  alleged  above  are  unconstiiutiona!  for  each 
of  the  following  reasons: 

(a)  Unreasonable  prior  restraint  of  the  school's  freedom  of  commercial  speech  and 
the  right  of  prospective  students  among  the  public  to  obtain  valuable  commercial  information 
relating  to  education,  job  and  job  training  opportunities; 

(b)  Overly  restrictive  regulation  of  commercial  speech  when  a  less  restrictive 
regulatory  method  (such  as  alleged  above)  would  be  entirely  if  not  more  adequate; 

(c)  Vagueness  to  regulate  all  "promouonaP  materials  without  specifying  what 
types  and  to  whom  such  promotional  materials  must  be  directed; 

(d)  Abridgment  of  the  right  to  petition  the  government  for  a  redress  of  grievances 
(as  to  the  required  promotional  approvals  to  solicit  government  agencies  to  refer  students  to  §§ 
5001-5002  schools); 

(e)  Taljng  of  the  school's  property  without  due  process  of  law,  and 

(0  Denial  of  equal  protection  of  law  because  compering  (non-degree)  programs 
offered  by  the  other  types  of  schools  in  New  York  (alleged  above)  are  not  subject  to  the  same 
restrictions. 
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47.  Defendant  are  acting  illegally  and  in  violation  of  §  1983  of  the  Civil  Rights 
Act  (42  U.S.C.  §  1983)  by  their  enforcement  of  these  statutory  provisions  and  their  promulgation 
and  enforcement  of  these  rules 

48.  Each  of  the  plaintiffs  (including  members  of  the  plaintiff  association)  has  been 
injured  and  continues  to  be  injured,  and  each  has  suffered  and  continues  to  suffrr  irreparable 
injur)',  by  the  activities  of  defendants. 

COUNT  2 

(Denial  of  Civil  Rights  -  Bonding  of  Recruiting  Personnel  Required  Only  for  Occupational 
Schools  Licensed  under  §  5001  or  §  5002) 

49.  Piainnffs  allege  and  i allege  each  of  the  allegations  in  ?f  1-27  above,  and 
further  allege  that  §  5004  of  the  New  York  Education  Law  and  §  126.12  of  Regulations  of  the 
Commissioner  of  Education  of  the  State  of  New  York  require  that  all  paid  employees  and 
representatives  of  a  §  5001  or  §  5002  school  who  procure,  solicit  or  enroll  students  must 
themselves,  individually,  obtain  a  SI,000  surety  bond  against  which  an  enrolled  student  could 
seek  payment  if  the  licensed  agent  "procured]  such  student's  enrollment"  "as  a  result  of  any 
fraud  or  misrepresentation", 

50.  Section  5004  provides  in  pan: 

L  No  person  may,  for  a  consideration  or  remuneration,  procure,  solicit  or  enroll 
any  student  for  instruction  in  or  given  by  any  school  within  or  without  the  state 
of  New  York,  unless  said  person  shall  have  previously  secured  a  private  school 
agent's  certificate  from  the  department  pursuant  to  regulations  of  the 
commissioner.  In  promulgating  regulations  in  relation  to  the  issuance  of  such 
certificates  and  the  conduct  of  the  holders  of  such  certificates,  the 
commissioner  shall  give  consideration  to: 

a.  good  moral  character  of  the  candidate  for  such  certificate; 

b.  the  use  of  ethical  and  fair  practices  in  the  presentation  of  the  school's 
offerings; 

2.  Instruction,  as  contemplated  by  this  sectdion,  shall  be  any  plan  or  method  for 
teaching  any  subject  or  subjects  in  any  form  or  manner,  including 
correspondence  or  home  study. 
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3.  Exempted  from  the  requirements  of  this  section  are  persons  acting  solely  for 
schools  which  ait  not  required  to  be  licensed  or  are  specifically  exempted  from 
ihc  licensing  or  registration  requirements  of  this  article .  Persons  who  are  paid 
to  procure,  solicit  or  enroll  students  on  the  premises  of  schools  required  to  be 
licensed  or  registered  shall  not  be  exempt  from  the  provisions  of  this  section,  * 


4.  Application  and  renewal  application  for  a  private  school  agent's  certificate 
shall  be  filed  on  forms  to  be  prescribed  and  provided  by  the  commissioner. 
Said  certifieaa       he  valid  for  two  years  from  the  date  of  issuance.  Every 
applicant  and  renewal  applicant  shall  pay  to  the  department  a  fee  of  one 
hundred  dollars.  The  commissioner  may  require  that  such  person  or  the  school 
he  represents  furnish  and  keep  in  force  a  surety  bond  acceptable  to  the 
commissioner  in  such  amount  as  he  directs  conditioned  to  provide 
indemnification  to  any  student  suffering  loss  as  a  result  of  any  fraud  or 
misrepresentation  used  in  procuring  his  enrollment  or  as  a  result  of  any 
violation  of  ibis  section  or  regulations  of  the  commissioner.  •  *  * 

5.  No  recovery  shall  be  had  against  any  student  or  enrollee  and  full  recovery 
shall  be  made  on  any  contract  for  or  in  connection  with  any  instruction  if  the 
student  or  enrollee  was  procured,  solicited  or  enrolled  outside  or  on  the  school 
premises  by  a  person  paid  to  procure,  solicit  or  enroll  students  but  not  having  a 
valid  ptiv&lc  school  agent  *s  certificate  pursuant  to  the  provisions  of  this  section 
at  the  time  that  the  contract  was  negotiated  or  executed  or  the  sale  of  the 
instruction  was  made,  or  by  a  person  who  holds  such  a  certificate  but  has  made 
fraudulent  or  improper  claims.  Each  enrollment  agreement  shall  include,  where 
applicable  the  name  of  the  agent  responsible  for  procuring,  soliciting  or 
enrolling  the  student  or  enrollee.  *  *  * 


51.  Section  126.12  of  Regulations  of  the  Commissioner  of  Education  of  the  State 
of  New  York  provides  as  follows; 

Private  school  agent's  certificate. 

(a)  Any  person  who  receives  any  form  of  compensation  or  remuneration  from 
any  representative,  employee,  or  officer  of  a  licensed  private  school  or 
registered  business  school  for  the  purpose  of  soliciting,  procuring,  or  enrolling 
students  is  required  to  hold  a  valid  private  school  agent's  certificate  *  * 

(b)  Application  /or  a  certificate  shall  be  made  on  forms  furnished  by  the 
commissioner  [a  copy  of  which  is  annexed  hereto  as  Exhibit  B].  h  may  be 
made  only  by  the  school  or  schools  which  the  agent  is  to  represent  If  an  agent 
represents  more  than  one  school,  each  school  or  a  common  ownership  of  more 
than  one  school  must  apply  for  a  certificate.  If  the  school  employs  more  than 
one  agent,  a  separate  application  must  be  filed  for  each  agent.  The  application 
shall  request  such  information  as  the  commissioner  may  require,  including 
information  about  whether  the  applicant  has  ever  been  convicted  of  a  crime  or 
whether  criminal  charges  are  now  pending.  The  application  must  be 
accompanied  by:  two  full-face  photographs  which  are  a  good  likeness  of  the 
applicant  and  are  one  inch  by  one  inch  in  dimension;  certification  by  two 
persons  other  than  employers  or  coworkers  attesting  to  the  good  moral 
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character  of  the  applicant;  and  a  nonrefundable  SI 00  check  or  money  order 
payable  to  the  Education  Department  and  a  surety  bond  in  the  amount  of  at 
least  SI  ,000  for  each  agent.  A  school  may  substitute  a  blanket  bond  for  more 
than  one  agent  at  the  rate  of  SI  ,000  per  agent.  In  making  application  for  an 
agent's  certificate,  the  school  shall  certify  that  through  the  medium  of  sales 
manuals,  bulletins  or  other  similar  means,  the  agent  is  fully  informed  as  to  its 
courses,  services,  charges,  enrollment  conditions  and  operating  policies, 
including  the  refund  policy.  The  school  must  further  certify  that  it  assumes  full 
responsibility  for  the  actions,  statements  and  conduct  of  its  agent,  acting  in  its 
behalf,  and  that  it  uses  an  acceptable  plan  for  the  selection,  training  and 
supervision  of  the  agent 

c.  Application  for  the  renewal  of  an  agent's  certificate  shall  be  Hied  no  later 
than  60  days  before  the  expiration  of  the  current  annual  certificate.  It  shall  be 
accompanied  by  a  S 100  check  or  money  order  payable  to  the  Education 
Department,  a  renewed  surety  bond,  if  a  continuing  bond  is  not  in  effect,  and 
two  new  photographs  as  described  in  subdivision  (b)  of  this  section. 

(d)  In  the  event  of  the  dismissal  or  resignation  of  an  agent,  the  school  shall 
notify  the  commissioner  in  writing  within  10  days  thereof  The  agent's 
certificate  shall  be  returned  with  such  notification. 

(e)  Agents  shall  not  identify  themselves  or  be  identified  as  counselors  or  by 
other  titles  which  mislead  or  tend  to  mislead  the  prospective  student. 

52,  The  term  "private  school  agent*  as  used  in  the  statute  and  regulations  quoted 

above  and  as  construed  by  the  defendants  includes  but  is  not  limited  to  the  following  categories 

of  persons: 

A.  Employees  of  the  5001-5002  school,  including 

(i)  in-school  representatives  who  meet  facc-»-facc  with  prospective  students,  give 
them  information  about  the  programs,  answer  questions,  give  job  opportunity  information  and 
encourage  them  to  execute  an  enrollment  agreement; 

(ii)  telephone  operators  or  any  miscellaneous  employees  picking  up  the  telephone 
in  a  regular  operator's  absence  who  give  program  information  or  tuition  amounts  or  starting 
dates  over  the  telephone; 

(iii)  receptionists  who  hand  out  program  pamphlets  or  other  literature,  give  tuition 
amounts  or  starting  dates  or  job  opportunity  information  in  person  upon  request  -  sec  p.  7  of 
"Questions  &  Answers A  Handbook  for  Private  Vocational  Schools.  January  *987"  published 
by  the  SED  Bureau  ("the  1987  Handbook")  "If  they  go  beyond  providing  very  general 
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intonation,  to  providing  detailed  descriptions  of  the  programs  and  opportunities  available  at  the 
school..."; 

(iv)  the  licensed  director  of  the  school  and  one  or  more  assistant  directors  who  may 
have  direct  contact  with  the  prospective  student  and  provide  information  about  the  school  or  its 
programs  or  the  field  in  question; 

(v)  licensed  teachers  of  the  school  who  are  giving  instruction  to  students  and 
discussing  aspects  of  the  Held  while  a  prospective  enroltee  is  sitting  in  on  the  class; 

(vj)  pan  time  or  fulltime  persons  who  distribute  flyers  to  prospective  students  or 
others  on  the  streets,  or  place  flyers  on  doorknobs,  in  retail  stores  or  on  automobiles  -  see  p.  6  of 
the  1987  Handbook:      Does  this  regulation  require  that  individuals  hired  simply  to  hand  out 
flyers  need  to  be  certified  as  agents?  A.  Yes.  Q.  Can  a  certified  agent  hire  other  individuals  to 
hand  out  pamphlets...?  A.  No.  These  so-cidlcd  "sub-agents"  would  need  to  be  certified  agents." 


(vii)  parttime  or  fulltime  persons  who  make  cold  telephone  call*  to  try  to  obtain  the 


names,  addresses  and  telephone  numbers  of  persons  who  may  be  interested  in  learning  more 
about  she  school; 

(viii)  person  who  operates  any  computerized  telephone  solicitation  system, 

(ix)  M800H  telephone  operator  in  a  major  answering  service  "standing  by"  to  answer 
responses  from  radio  or  television  advertising  occurring  at  any  time  24  hours  a  day; 

(x)  person  who  administers  any  entrance  test  required  as  a  condition  to  enrolling  a 

student;  and 

(xi)  person  who  shows  visitors  the  school's  facilities  while  waiting  for  an 
appointment  to  see  an  in- school  representative; 

B,  In-scbool  director,  instructors  and  other  employees  of  the  §  5001-5002  school 
listed  in  1  "A"  above  who  discuss  the  school  while  outside  the  school  and  thereby  encourage 
persons  to  inquire  further  about  the  school  or  its  programs; 

C  Outside  employees  or  agents  of  the  school  who  are  paid  through  salary  and/or 
referral  fee  or  referral  commission  to  locate  persons  who  may  be  interested  in  attending  or 
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learning  more  about  the  ichool  or  its  programs,  ordinarily  amounting  to  a  referral  of  the 
prospective  student's  name,  address  and  telephone  number  to  the  school  and  then  an  in-scbool 
admissions  representative  for  additional  information  and  possible  enrollment;  and 

D»  cunem  or  former  student*  who  receive  any  discount  or  rebate  in  their  tuition  or 
any  monetary  payment  or  even  property  exceeding  $25  in  value  upon  referring  a  student  to  the 
school  (|  5004-3  specifically  exempting  students  and  graduates  getting  non-money  consideration 
of  less  than  $25  in  value). 

53.  By  reason  of  the  broad  scope  of  these  statuses  and  regulations  defining  "private 
school  agents".  5001*5002  schools  are  unsure  which  of  their  in-house  employees  are  required  to 
be  bonded  and  licensed  ss  private  school  agents,  recognizing  the  possibility  thai  mnst  school 
employees  at  one  time  or  another  fall  Into  the  mandatory  licensing  category.  By  letter  dated 
October  1986    5.  "Certificates  for  Private  School  Agents"),  the  SED  Bureau  stated  to  all 
5001-5002  schools  that: 

"Schools  must  identify  these  persons  wotking  in-house  who  in  any  way  could 
be  corstraed  as  participating  In  the  procurement,  solicitation  or  enrollment  of 
salient*  and  request  (private  school  agent]  certificates  for  such  students.  Staff 
who  are  not  certified/but  who  mijht  inadvertently  encourage  enrollment  at  a 
school,  should  be  instructed  to  refer  all  matters  dealing  with  procurement, 
solicitation  or  enrollment  to  certified  agents." 

54.  By  reason  of  this  broad  definition  of  "private  school  agenr,  with  the 
requirements  of  the  $1 ,000  bond  for  each  covered  person  and  the  prior  licensing  at  $  100  each, 
plus  other  costs  both  monetary  and  administrative, )  5001*5002  schools  are  unable  to  lawfully 
provide  information  to  prospective  students  through  nonaaj  business  channels  and  must  funnel 
all  information  through  licensed  and  bonded  "private  school  agents".  Any  failure  to  use  a 
licensed  agent  requires  the  school  to  refund  100*  of  the  student's  tuition,  even  if  he  has 
completed  the  program,  obtained  a  job,  and  has  made  no  request  for  and  does  not  seek  any 
refund* 

55.  Persons  who  are  "soliciting,  procuring,  or  enrolling  student* K  in  the  same  way 
for  any  of  the  other  types  of  competing  schools  listed  in  $  12B-C  above  are  not  required  to  have 
any  type  of  surety  or  other  bond  as  a  condition  to  their  employment. 
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56.  The  process  of  obtaining  •  $1,000  surety  bond  s*  costly,  cumbersome,  and 
time-consuming  for  top  management  of  the  licensed  or  registered  school,  requiting  most  J 
5O0I-50O2  schools  to  post  SI  ,000  in  security  with  a  bank  to  obtain  a  letter  of  credit,  pay  the  bank 
a  fee  of  approximately  S200  for  issuance  of  the  letter  of  credit;  pay  a  quarterly  fee  of  about  $20 
to  continue  the  letter  of  credit  (forever);  make  out  an  application  to  a  bonding  company  for 
issuance  of  a  bond  backed  by  the  letter  of  credit;  pay  a  $100  fee  to  the  bonding  company  for 
issuance  of  the  blanket  bond,  pay  a  S100  per  year  renewal  of  the  blanket  bond  annually;  and  go 
through  significant  paperwork  keeping  track  of  what  "private  school  agents"  arc  assigned  so 
which  bonds;  and  to  identify  to  the  SED  Bureau  which  blanket  bond  is  applicable  to  each  new 
"private  school  agent"  hired  by  the  school. 

57.  Thus,  for  a§  5001  •  5002  school  to  hire  a  retired  school  teacher  on  a  pan-time 
basis  to  solicit  enrollments  for  the  school  (such  as  by  going  to  high  school  career  day  events  at  a 
specific  high  school),  the  §  500  i  -5002  school  is  obliged  to  post  the  same  $  1 ,000  surety  bond  as 
is  required  of  a  full-rime  person.  Also,  if  the  §  5001-5002  school  wants  to  put  on  10  part-time 
private  school  agents  during  a  busy  season,  or  to  take  advantage  of  seasonal  employee 
availability  (summer  job  program,  for  example),  the  §  5001-5002  school  has  to  put  up  $10,000 
in  cash  plus  all  the  other  expenses  involved  in  hiring  additional  private  school  agents.  If  a  § 
5001-5002  school  has  20  persons  falling  into  the  "private  school  agent"  category,  the  $1,000 
surety  bond  require  costs  the  school  $20,000  in  posted  security;  $4,000  for  letter  of  credit 
issuance;  $1 ,000  per  year  in  bank  fees  for  renewing  the  letter  of  credit;  $2,000  per  year  in  SED 
Bureau  license  fees.  $2,000  per  year  in  fees  payable  to  the  bonding  company  -  for  a  total  of 
$24,000  initial  and  approximately  $5,000  in  annual  fees  forever,  together  with  the  value  of  top 
management  time  in  handling  and  keeping  track  of  these  repetitive  financial  and  licensing 
transactions.  The  effect  is  to  divert  a  §  5001  -5002  school  away  from  its  intended  training  and 
placement  role  into  an  organization  designed  to  administer  and  keep  track  of  these  financial  and 
licensing  transactions  and  others  referred  to  in  this  complaint  required  by  statute  and  regulation 
to  lawfully  run  a  §  5001-5002  school. 

5S.  No  other  school  in  New  York  State  has  to  meet  these  requirements. 
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59.  The  effec.  is  to  put  §  5001*5002  schools  at  a  severe  competitive  disadvantage 
with  all  of  ihe  other  types  of  competing  schools*  listed  in  %  \2B  C  above,  which  schools  arc  not 
required  to  and  do  not  post  a  surety  or  other  type  of  bond  for  any  of  their  employees,  agents  or 
representatives  who  do  any  of  the  things  listed  in  {  52A-D  above  to  solicit  prospective  students 
for  any  of  these  competing  schools. 

60.  All  of  the  members  of  the  plaintiff  associate. .  all  of  the  plaintiff  schools,  and 
the  public  consisting  of  all  prospective  students  ore  being  injured  by  reason  of  the  foregoing,  and 
arc  suffering  from  irreparable  injury. 

61  The  activities  of  the  defendants  as  alleged  above  arc  unconstitutional  artf  the 
statute  and  regulations  requiring  performance  bonds  for  "private  school  agents"  (as  defined)  for 
§  5001-5002  schools  are  unconstitutional,  for  each  of  the  following  reasons: 

(a)  Taking  of  the  school's  property  without  due  process  of  law ; 

(b)  Denial  of  equal  protection  of  law  because  competing  (non-degree)  programs 
offered  by  the  other  types  of  schools  in  New  York  are  not  subject  to  the  same  bonding 
requirements  for  the  persons  who  procure,  solicit  or  enroll  students  in  their  competing  programs; 
and 

(c,  Unreasonable  and  overly-restrictive  restraint  of  the  §  5001  -5002  school's 
freedom  of  commercial  speech,  the  private  school  agent's  (as  defined)  right  to  freedom  of  speech 
or  freedom  of  commercial  speech,  and  the  right  of  the  public  including  prospective  students  to 
obtain  valuable  commercial  information  relating  to  education  and  job  opportunities. 

62  Defendants  are  acting  illegally  and  in  violation  of  §  1983  of  the  Civil  Rights 
Ac:  (42  U,S.C  &  1983)  by  their  enforcement  of  these  statutes  and  regulauons. 

COUNT 3 

(Denial  of  H  vii  Rights  *  Certification  or  Licensing  of  "Private  School  Agents"  as  Defined 
Required  Only  for  Occupational  Schools  Licensed  under  §  5001  or  §  5002) 

63.  Piaimif fs  allege  and  reallege  each  of  the  allegations  in     1  -62  above,  and 

further  allege  that  §  5004  of  the  New  York  Education  Law  and  §  126.12  of  Regulations  of  the 
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Commissioner  of  Education  of  the  Stale  of  New  York  require  trui  alt  paid  employees  and 
representatives  of  a  §  500!  or   5002  school  who  procure,  solicit  or  enroll  students  must 
themselves,  individually,  obtain  *  "pnvnte  school  agent**  certificate"  or  license  A  copy  of  the 
SED  Bureau's  "Original  Or  Renewal  Application  for  a  Pnvatc  School  Agent's  Ccrtlf^ca^c•,  is 
•nnexed  hereto  as  Exhibit  B,  No  testing  or  minimum  educational  requirements  are  involved. 
The  license  application  merely  asks  whether  a  prior  school  certificate  issued  by  another  state  has 
eve*'  been  revoked,  suspended  or  denied,  together  with  an  explanation,  and  requires  2 
photographs  and  2  signed  references  attesting  to  good  character  of  the  applicant. 

64.  Die  certificate  is  for  a  2-year  period,  and  must  be  reissued  (v  uh  a  new  fee  and 
new  2-year  period)  each  time  the  "pnvatc  school  agent"  changes  §  5001-5002  schools  or  adds 
any  new  schools  lo  his/her  list  of  §  5001  -5002  schools  for  which  hc/sh<:  is  a  "pnvatc  school 
agent".  A  SI, 000  bond  is  required  for  each  new  school,  and  a  $100  fee  is  paid  to  obtain  the  new 
certificate. 

65.  The  certificate  is  required  as  a  condition  for  the  private  school  agent  or  the 
5001-5002  school  itself  to  solicit  or  enroll  any  students  (required  to  be  done  through  a  specific 
certified  "private  school  agent"),  and  failure  to  have  such  an  occupational  certificate  or  license 
results  in  the  school's  being  required  to  refund  100%  of  the  tuition  paid  by  the  student,  even 
though  the  student  has  completed  the  program,  has  obtained  employment  and  does  not  seek  or 
request  any  such  refund.  §  1004,  New  York  Education  Law  and  §  126. 12  of  the  Regulation*  of 
the  Commissioner  of  Education  and  interpretations  issued  thereunder. 

66.  The  process  of  obtaining  a  private  school  agent  certificate  or  license  is  costly, 
cumbersome,  and  time-consuming  for  top  management  of  the  school,  requiring  a  $1,000  bond 
(see  preceding  count),  the  completion  of  the  "Original  or  Renewal  Application  for  a  Pnvatc 
School  Agent's  Certificate"  (Exhibit  B  hereto)  by  the  prospective  employee  of  the  §  5001-5002 
school  each  ume  he/she  changes  school  employers  (and  2  references),  and  involves  substantial 
losses  of  money  for  the  school  and  unemployment  for  the  "private  school  agent"  during  the  time 
that  the  certification  or  licensing  procedure  takes  place.  Recruiting  and  enrollment  of  students 
ceases  at  the  in-school  office  or  desk  occupied  by  a  "private  school  agent"*  while  he  or  she  is 
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being  replaced  unless  the  §  5001-5002  school  has  mort  than  an  adequate  number  of 
already-licensed  "private  school  agents"  standing  by  unn*  they  are  needed  (which  is  not  feasible) 

67.  Thus,  for  a  school  to  hire  a  retired  school  teacher  on  a  part-time  ban*  to  recruit 
for  the  school,  the  school  is  obliged  to  obtain  the  same  certificate  or  license  and  post  the  same 
$1,000  performance  bond  as  is  required  of  a  full-time  person.  Also,  if  the  school  wants  to  put  on 
10  pan-time  "private  school  agents"  as  defined  during  a  busy  season,  or  to  take  advantage  of 
seasonal  employee  availability  (summer  job  program,  for  example),  the  school  has  to  put  up 
$10,000  in  cash  plus  ail  the  other  expenses  involved  in  hinng  additional  rccruiiers,  including  the 
required  pnvatc  school  agent's  certificate. 

6$.  The  New  York  Education  Law  and  Regulations  referred  to  above  also  require 
that  all  "private  school  arcms"  as  defined  of  a  §  5001  or  §  5002  school  must  be  licensed 
specifically  to  any  §  5001*5002  school  which  uses  the  "private  school  agent".  Defendants'  1987 
Handbook  states  at  p.  7:  "Q:  If  an  agent  represents  more  than  one  school,  must  that  agent  be 
certified  and  bonded  by  each  school  that  he  or  she  represents?  A:  Yes  " 

69.  This  means  that  a  person  already  bonded  and  certified  or  licensed  as  a  private 
school  agent  must  obtain  a  new  cert?"  uc  or  license  each  time  he/she  c!.«r.ges  §  5001-5002 
schools  or  wants  to  work  for  One  or  more  additional  §  5001*5002  schools.  This  is  similar  to  a 
licensed  doctor  or  lawyer  having  to  apply  for  a  new  license  each  time  a  new  client  or  patient 
comes  in  to  the  office,  before  the  lawyer  or  doctor  is  permitted  to  counsel  or  treat  the  new  patient 
or  client.  Rather  than  the  doctor  or  lawyer  being  licensed,  the  relationship  is  being  licensed, 
which  is  an  overly-broad  and  unnecessary  restriction, 

70  Persons  (i.e.,  "private  school  agents*)  who  procure,  solicit  or  enroll  students  for 
any  of  the  other  types  of  competing  schools  listed  in  %  12B»G  above  arc  not  quired  :o  have  a 
"private  school  agent's  ccmficate,,  or  any  type  of  certificate  or  license  as  a  condition  to  their 
employment  or  their  solicitation  or  enrolling  of  students  for  any  schools  in  New  York  State 
competing  with  §  5001*5002  schools  or  for  the  specific  schools  for  which  they  solicit  ot  enroll 
students.  Instead,  they  are  permitted  to  solicit  and  enroll  students  without  bond,  certificate  or 
license  for  any  number  of  schools  (other  than  §  500 1-5002  schools,  of  course) 
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71 .  The  effect  is  10  put  §  5001-5002  schools at  a  severe  competitive  disadvantage 
with  a!!  of  the  other  types  of  competing  schools  listed  in  f  12B-G  above,  which  schools  are  not 
required  as  a  condition  of  employment  to  obtain  a  certificate  or  license  for  any  of  its  personnel 
performing  any  of  the  tasks  of  "private  school  agents'4  for  §  5001-5002  schools  as  outlined  in  \ 
52A-D  above,  or  obtain  a  specific  school  license  for  already-ccnificd  "private  school  agents". 
Instead,  these  competing  schools  are  required  to  have  no  licenses  or  certificates  at  all  for  any  of 
their  employees  or  agents  who  perform  any  of  the  functions  of  "pn vate  school  agents'"  as  defined 

72.  All  of  the  members  of  the  plaintiff  association,  all  of  the  plaintiff  schools,  and 
the  public  consisting  of  all  prospective  students  are  being  injured  by  reason  of  the  foregoing,  and 
arc  suffering  from  irreparable  injury. 

73.  Hie  activities  of  the  defendants  as  alleged  above  arc  unconstitutional  and  the 
statute  and  regulations  requiring  certificates  or  licenses  for  "private  school  agents"  (as  defined) 
for  §  5001-5002  schools,  and  requiring  new  certificates  for  already-licensed  private  school 
agents,  are  unconstitutional,  for  each  of  the  following  reasons: 

(a)  Taking  of  the  school's  property  without  due  process  of  law. 

(b)  Denial  of  equal  protection  of  law  because  compcung  (non-degree)  programs 
offered  by  the  other  types  of  schools  in  New  York  are  not  subject  to  the  same  restrictions;  and 

(c)  Unreasonable  and  overly-restrictive  restraint  of  the  §  5001-5002  school's 
freedom  of  commercial  speech,  the  private  school  agent's  (as  defined)  right  to  freedom  of  speech 
or  freedom  of  cornmercial  speech,  and  the  nght  of  the  public  including  prospective  students  to 
obtain  valuable  commercial  information  relating  to  education  and  job  opportunities. 

74.  Defendants  are  acting  illegally  and  in  violation  of  §  1983  of  the  Civil  Rights 
Act  (42  U.S.C  §  19S3)  by  their  enforcement  of  these  statutes  and  regulations 

COUNT  4 
(Action  for  a  Declaratory  Judgment) 

75.  Plaintiff  repeats  and  realleges  each  of  the  allegations  contained  in     1  -74 
above,  and  further  alleges  that  this  count  is  an  action  for  a  declaratory  judgment  pursuant  to  28 

24 


ERLC 


47  u 


465 


U.S.C.  §2201,  for  the  purpose  of  determining  a  question  of  actual  controversy  between  the 
parties  as  more  fully  appears  from  the  allegations  set  forth  above. 

PRAYER 
WHEREFORE,  plaintiffs  pray: 

1.  That  the  activities  of  defendants  be  adjudged  and  decreed  to  be  in  violation  of  § 
198?  of  the  Civil  Rights  Act  (42  U.S.C.  §  1983). 

2.  That  she  statutory  provisions  and  regulations  requiring  (i)  prior  approval  of 
proposed  advertising  and  promotional  material,  (ii)  bonding  of  employees,  agents  and 
representatives  who  procure,  solicit  or  enroll  students  {"private  school  agents"  as  defined),  (iii} 
certification  or  licensing  of  private  school  agents,  as  defined.  Civ)  re -certification  or  re-licensing 
of  already-certified  or  already-licensed  private  school  agents  as  defined  to  specific  schools,  and 
(v)  effectiveness  of  applications  for  advertising  approval  and  private  school  agent  certification  or 
licensing  delayed  beyond  the  receipt  of  such  applications  by  the  SED  be  adjudged  and  decreed  to 
be  in  violation  of  §  19S3  of  the  Civil  Rights  Act  (42  U.S.C.  §  1983). 

3.  That  the  statutory  provisions  and  regulations  requiring  (i)  prior  approval  of 
proposed  advertising  and  promotional  material,  (li)  bonding  of  private  school  apents  as  defined, 
(iii)  certification  or  licensing  of  private  school  agents  as  defined,  (iv)  re-certification  or 
re-lieensmg  of  already -certified  or  already-licensed  private  school  agents  as  defined  to  specific 
schools,  and  (v)  effectiveness  of  applications  for  approval  of  proposed  advertising  or 
promotional  material  or  private  school  agent  certification  or  licensing  delayed  beyond  the  receipt 
of  such  applications  by  the  SED  be  declared  repugnant  to  the  United  States  Constitution  and 
Amendments  thereto. 

4.  That  each  of  the  defendants,  their  respective  agents,  attorneys,  officials  and 
employees  and  all  persons  combining  with  or  acting  in  concert  with  any  of  the  defendants  or 
under  their  direction  be  permanently  restrained  and  enjoined  from  enforcing  of  the  statutory' 
provisions  and  regulations  requiring  (t)  prior  approval  of  proposed  advertising  or  promotional 
material,  (ii)  bonding  of  private  school  agents  as  defined,  (m)  certification  or  licensing  of  private 
school  agents  as  defined,  (w)  rc-certificafion  or  re-licensing  of  already-certified  or 
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already-licensed  priviie  school  agents  as  defined  to  specific  schools,  and  (v)  effectiveness  of 
applications  for  advertising  or  promotional  material  approval  and  "private  school  agent" 
certificates  or  licensing  decayed  beyond  the  receipt  of  such  applications  by  the  SET)  Bureau 

5.  That  a  judgment  be  granted  against  etch  of  the  defendants  under  28  U.S.C.  § 
2201  declaring  ihat  these  statutory  provisions  and  regulations  referred  to  or  described  in  the 

,   preceding  paragraphs  2*4  arc  unconstitutional  and  unenforceable. 

6.  That  each  of  the  defendants  and  their  employees,  agents  and  attorneys  be 
enjoined  from  taking  any  action  against  any  of  the  plaintiffs  as  reprisal  for  their  attempts  to 
enforce  their  civil  rights  hereunder,  any  such  reprisals  being  unlawful  under  Title  42  U.S.C  §§ 
1985  and  1995, 

7.  That  all  outstanding  bonds  and  blanket  bonds  for  private  school  agents  as 
defined  be  declared  void  and  unenforceable  as  to  the  obligees  referred  to  therein  or.  in  the 
alternative,  that  defendants  be  substituted  in  such  bonds  and  blanket  bonds  as  the  principals  in 
the  place  and  stead  of  the  specific  plaintiff  school. 

8.  That  attorneys*  fees  and  costs  be  assessed  against  each  of  the  defendants 
pursuant  to  42  U.S.C.  §  198S  and  such  other  provisions  of  Lm  *i  may  apply. 

9.  That  plaintiff  have  such  other  and  further  relief  as  this  Court  may  deem  just  and 

equitable. 
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Jury  Demand 

PLEASE  TAKE  NOTICE  that,  pursuant  to  Rule  38(b)  of  the  Federal  Rules  of 
Civil  Procedure,  plaintiffs  DEMAND  A  TRIAL  BY  JURY  of  all  issues  triable  by  right  by  a 
jury. 


Dated:         New  York,  New  York 
June  26,1989 


CARL  E.  PERSON 


Daniel 
Attorney  for  Plaintiffs 
Office  &  P.O.  Address; 
221  West  41st  Street 
N*w  York,  New  York  X0036 
Tel.  (212)302-3341 
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T>.t  Sr.ivtrtity  cf  %ftt  Scat*  cf  v#*  r:r*  ■ 

lurtau  of  frroprittary  $c*o©l  Supine*;?* 
On*  Cea»trc«  Tlttk  -  Suit*  16*3 
91  tfaiMngton  Xrtnut 


Director:  , 


Da  ~  •  : 


th«    foi lovin?  action 
adrartlf tB«nt  *ub*itta£; 


hat    b««n  taXa: 


:eq:Ar£i  to 


1 


3  . 

4  . 


Eaclo§ft4  ii  tilt  fir.al  approval  of  your  atfv«rtif*a«nt- 
Thif  copy  it  nttsmid  Jor  your  racordf. 

T>.t   tnclond   advtrtl0«M&t   is   ipprcv.d   to  Pr*n* 
ccrrtctiont.     ?laat»  *a*s  tha  naessaary  corrections  aac 
rmacit  tr.r««  (3)  copits  for  final  Approval. 

Thrt*  (3)  copifti  of  proposad  advarTii«*»*  *• 
jufcaXttsd  by  tn«  director  of  tha  scbool- 

aneiotad  ad  dots  not  comply  vith  wrx«t  •^•rtiiing 

standards /fuidaiinas  and  cannot  D«  approved, 

cannot  ba  usad  until  corractad,  rev;tvad  and  approvac 
this  unit. 


PUaia  not  a,      Ho   idwrtiiiowt   **y   *?P**;  ^ 
v*nt:ad'  or  •teployta.nt*  *raa  of  tha  Mwipaptr/Btd-a.  *n!« 
to    «iitla*    advertising    *nd/or    all    r.ev    advertising    «uit  ba 
submitted  Cor  approval. 
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I       Bl^tmu  for  Proprietary  School  St^pcr/xs^ 
&ene*A:  *rj       i  cowmtc*  K*t* 

■*  '  Albeny,  J*ev  Vor*  122>* 


OSICIKL.  05  UKZVhL  APPLICATION  fQR  *  tth'aTE  SCHOOL  HINT'S  Cg'.T  IT  IC*T,E 

Applicetion  it  htr«*v  »*o«  for  an  stent's  certificate  ie  icUc:  Indents  unaer  the 
previsions  of  the  he*  York  Stete  Education  Uw,  Section  50CM-. 


(FUui  Print  or  Type> 
i.  Name   


CUte 

Social  Security  * 


2.    Hone  Addres* 


Street  City  S;*te 

3.     dullness  Address 


Street  City  State 

4..    List  the  na»e*  of  the  school  or  school f  vith  a  coeeeon  owners. -up  to  be  represented. 


5.    List  the  names  and  Addresses  of  any  other  schools  for  which  yov  solicited  stud*-.'.. 
And  the  state  or  states  in  which  you  represented  these  schools. 


6.    Hive  you  ever  had  a  school  agent1!  certificate  issued  by  enotner  stete  revoked, 
suspended  or  denied"*         No  _        *•*  , 

If  "yes",  explftin 


7. 


Blanket  Surety  ssorvd  I      Ham  of  Company   .    uate  Issued     Date  Upires  Aewunt 
Individual  Surety  frond  f 

APPUCAW'S  CEltTiriCATIOK 

1  hereby  certify  thAt  I  heve  read  the  Ituies  And  Regulations  of  the  Coeeaissioner  of  ^ 
Education,  And  thee  I  vtil  Act  in  Accordance  with  *nd  Abide  by  the  provisions  ™*eo. 
thAt  my  representations  to  prospective  students  shall  be  free  from  misrepresentation 
and  fraud,  and  that  1  will  provide  such  inforeuttion  as  nay  be  required  by  the  U>av 
•isaioner  of  Education  concerning  my  activities  as  an  aient  vittan  the  State  o.  New 
*or*. 


Xf  X  cease  to  represent  the  above  school  or  schools,  I  will  return  my  event's 
certificate  ieeaodiately  to  the  Htv  Vork  State  Education  Department,  aureeu  ot 
Proprietary  School  Supervision 


-i 

Applicant's  fijnnturc 

BEST  COPY  AVAILABLE 
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1C.  1  her*&s  certify  ;h*t  '.he  oe?*or,  n*««d  > 

ff>  knoneogt'  enc  twin.'.  *»  tthicil  *nc  pf  goec  *cr* 
la*  not  th*  applicant  •  employer  or  ce.*or*e;. 


n  th;»  ■pp«.c«:»cf..  :o  ;nt 

cr.*:*       f  tr.c  ivtmt :  ,  mi 


Adare**^ 

City  


Stall 


Telephone 


ZiP__ 


Signature 


Addre**^ 


St*te_ 
Tele phone _ 


.Zip  


11. 


SCHOOL  CERTIFICATION 


Know 
And  h* 


I  herebv  certify  tbet  the  foregoing  atetemnU         true  to  th«  bti.    •  . 
ledge  end  belief.    The  applicant  »  qualified  cp  bt  tf  ftgir.t        th«  • N>ol 
het  o*er>  fully  mforsed  of  ail  *cbooi  poUcitft,  prectice*  and  o..e.m»*. 


School  Na»* 
Addrea*  


Signature^ 
Haaa 


Title  of  poeition^   

~'  ~~         (Pr*»idtni70vntr /Director ) 

IKSTRUCTIO^ 

State  Education  Dep*r^*»n:t   Sureeu  of  Adult  Prog.ac  *tfP*r 
Plase.  Albanv.  v«rtr  1 

^    A  on*  hundred  dollar  certif iedchechor  raonev  order  livable  to  tb* 
State  Educe t ion  Department. 

2.  Two  reeent  photograph*  *hich  ere  one  inch  by  on*.  \2lt  * 
good  liken...  of  ;h,  eppHcen:  ^Th  wTYT  t*  incluceo  on  *n. 
agent'*  certificate  for  identification  purpoae*. 

3.  An  origin* I  individual  bond  **  described  m  it«e  1  or  or»£|r*i 
blanket  bond  covering  all  aoenta  »u*t  be  on  file  with  the 
Education  Department . 
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PROFESSIONALISM     THE  WIND  BENEATH  OUR  WINGS     S*9**  *i'«iUtf 

UMUT  #  QeO* 

Common  Sense  and  Stafford  Loan  Defaults 


My  Dr  David  Stock  ham 
Director  University  of  Kentucky 

Fm  over  twwsVcadci  tlx  w^k  of  Stafford  Lao m  Mi  Hen 

pWtWWK  gS  If  KM  I  (hat  dUMt!  btlbom  of  pTTTfltC  MCtW 

dPthvs  mstudeces  end  higher  tducakpn  Tint  year.  e»  swusl 
osteon  tM$K»Mtenl^A«f«»l(«4)»«n»ui#vM««cflMt«i>' 
lessee of tMf  eros/em  Mtmbcri  of  thr  PnmnsI  aiJcorumuult) 
aaad  to  campaign  for  iter  proper  Kte  of  Stafford  Lamm  before 
Itasrasad  &twmafcm  |Mu  t  deetfc  sentence  on  im*  needed 
form  if  assistance  for  students  and  families. 

Tb*  Secretary  of  Eduction  ts  to  be  apptaudad  for  mkmm§ 
tttjM  as  deny  loans  to  students  eeteudtng  rchnoei  end  cojltcgcs 
with  outtanmsh  default  rates.  Stoppmg  tuttcruoufous  mst  *■ 
utieew  tM<  mid  the  burden  of  rra>Jvi«g  debit  10  At  disapwotm  • 
mem  of  At  revoMng  *w  «  essentia^  but  this  wfkx%  plv* 
entrance  hMervkwi,  piec?«>t*t  Wuisucs,  em?  tightened  u*. 

THB  PROBLEM  -  It  doe*  km  nuke  rood  tow*  10  ternf? 
tone*  for  students  «*o  **v«  low  prc4*bthty  for  esweatioaal 
success  end  who  ere  eonsem*ently  Krcmacnadutstcs  for  **bee 
ousutdefeuh.  These  students  can  be  Jdentined  before  town 
approved.  A  recent  study  by  the  Qrm  raw «ot  Accowmmg 
Qffk*,  which  schoes  other  research,  reports  that  defaulters 
scad  lo  N  studc*ts  who  ire  tow  income.  attending  vocational 
schools  rather  than  traditional  cottages,  mdepawdeni  rsthtr 
than  dependent  on  ihew  femflirt .  and  stay  m  school  for  one 
year  or  kit.  In  bnef,  defaulters  are  high-risk  student*.  Deny 
(beat  teens  and  the  deiatdr  rate  wiU  decree  dramatically. 

Keening  high-risk  nwdan  out  of  education  is  not  an  accept- 
able  anewer.  Ovr  country  ia  caught  »  a  otoiumn  between  the 
evil  of  dcfJHiH  and  the  individual  and  social  good  that  cornea 
from  kefping  people  become  more  productive  and  setf-cetiani 

tag  economic  reaio**  way  Nfb*  ri*»  tivde«t»4ietdfobctfyt4ia 
dknnce  lo  wae  education  as  a  tociai  and  eoammite  c termor. 

THE  CHAfXEKOE  ■  Ovr  effete,  poontotjon  retire*  more 
prodnctive  worters ,  and  American  capMaliam  nneda  a  more 

the  iwem>6rst  centwry  K%»>n*a  Mndcuti  in  tne  Amencnn 

tamed  m  t  «a«Iky.  Wlknevcr  a  N*>-ri»l  stndeac  avoid*  or 
aacama  tbe  tmk%  of  dtoae  cared  for  at  furernment  expenae 
laeowtb  welfare,  ivbeidieed  bonamf,  pvbttc  Neakh  care,  or 
prtaont  there  h  a  doubk  beneBt  --  one  Icea  penon  to  nipport 
franc  Ua  dollars  and  one  more  produce?  to  contribute  to  the 
pvbftc  treasury 


Tbr  poor  and  untamed  ate  not  iHmwfty  re^pon**bk  for 
dnir  ctrctnamsmatt  Many  wno  are  kif>  rtta  are  not  tmpic!  or 
tary  t^en  wita  apod  mot** euw, «  »  po«»#*r  f«  be  mmp*l  by 
bed  mat  or  emmomte  oemamone  wbere  *  w  Nnmsambbj  u> 
tcrape  mambtr  a  bfwaj  and  h*M  Have  the  means  to  breai  Hn? 
cycle  of  dmmjntenoe  Stafcmg  atwdemt  to  a  daance  m  teaming 

tn  any  form  of  apecnmiimi.  fotfnm  are  te  becapecHd.  A 
foad  amnaaar  of  btajHiJt  amdenrs  for  whom  edticasionni 
mitjimentl  are  asade  witt  not  weeeed,  M  tf  only  owe-caird 
arsoVate.  society  profits  fcifftf  form  of  penon*  who  pay  rether 
than  sac  n  hfetmm  of  inaes  Stafford  tones  make  poor  venture 

e%ibM*ty  criaert*  can  rednos  delanka  ami  preserve  the 
aok  pnhUc-prirase  nmrriafa  on  wfttch  Stafford  Loans  are 
based.  This  can  be  eccempttshed  by  repUcint  Stafford  tonus 
w*ft  s/ano  dwrinf  the  ink**!  enroMmtm  of  Mah'risk  ttwdeMs. 
and  with  the  eii; option  tat  rVst-ye ar  asmsssej  who  are  not  hqfr- 
naSs,  apnrovmf  Stnffonl  Loam  only  for  those  who  hsve  earned 
a      ave4s#e  by  aae  end  wf  their  firx  yea*  of  schooi.  Thecoi4 

tiaskaif  the  time  during  which  other  aid  would  replace  guaran- 
teed loans.  Allowing  three  toen*free  semesters  for  four-yw 
cohVpmandtwo  afmrttersfot  iamlenaattwo>yearms4n^nio«5 
fa  one  possibility  Doom  sway  wnhabiiity  to  benefit  provision* 
would  also  hold  costs  m  rhae*.  Ilemjjrinf  tnstnutnmt  that 
admit  students  with  kerning  deActts  to  provide  mandatory 
remidtal  courses  also  can  curb  defaults 

THE  MONEV  -  Reduced  derlruhs  w«tt  release  future  funds 
for  "start-up"  trams  for  M|h-rish  itvdeww  Other  sources  of 
money  miff*  mclude.  lefts  latins;  Uraer  eVH  Grants  for  hia>< 

u**iry  Grants  for  Una  purpose,  rc^uirsm;  each  school  and 
cottets  IP  provide  one  $|  ,000  btgh-m*.  award  for  e«^ry$K», 
000  m  FcN  Oram*  awarded  to  the*  ttudctMi.  and  offrruu;  *pc 
aai  ssoeanrVe  arants  to  snarmirtom  that  show  suooeas  graduaare 
those  who  are  h^h«rttlu 

The  concept  of  spvernmeot  auaranteed  foans  is  valid  Fof 
wm^tofnbastmahnnsative^sheylmvebee^ 
for  students  for  whom  they  are  not  appropriate  Eapcnencc 
with  excessive  defaults  indicates  that  »U  amis  of  Ananas!  a*d 
cannot  be  awarded  unirersnSy  wnhout  reference  to  type  of 
mstMutioe  or  d*ereace»  among  students  Substnuung  grants 
for  Stafford  Loans,  when  toga-riss  ttudants  mitistly  enrctl  is 
she  common  sense  approach  because  n  «rtH  icrv*  impnnant 

federairy  fusranteed  loans. 
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Georgia\ 


Serving  C>eurgm'%  Future 


Student  Finance  Commission 


Senate  Permanent  SubcommHtet 

on  Instigations 


$f**Tt  PERMANENT 


CXHIBIT  #J^ii 


MAR  iC  1990 


March  5.  1990 


The  Honorable  Senator  Sam  Nunn 
110  Russell  Building 
Washington,  DC  205106050 

Dear  Senator  Nunn: 

This  is  in  regard  to  the  investigation  of  the  guaranteed  student  loan  program 
being  conducted  by  the  Senate  Permanent  Subcommittee  on  Investigations.  I 
share  most  of  the  concerns  you  and  others  have  raised  at  the  subcommittee 
hearings,  but  t  am  writing  to  take  Issue  with  a  couple  of  points  which  I  am  told 
were  made  at  a  recent  hearing. 

i  am  alarmed  by  the  remarks  attributed  to  you  in  several  accounts  of  the 
Subcommittee's  hearings  to  the  effect  that  the  student  loan  program  >s 
irreparably  broken.  I  totally  disagree  with  that  point  of  view  and  will  discuss 
below  some  of  the  good  things  happening  in  student  loans. 

However,  even  if  one  accepts  the  argument  that  the  student  loan  program  is  a 
shambles,  it  is  still  necessary  to  repair  the  flaws  in  U.S.  postsecondary 
education  which  have  fed  to  the  loan  program  problems.  Unless  we  improve 
or  replace  the  existing  mess  in  school  licensure  and  accreditation,  the  loan 
program  win  not  work.  But  neither  will  a  national  service  program. 
Furthermore,  regardless  of  the  monetary  costs  to  the  government  of  the  current 
program  abuse,  the  human  costs  of  abuse  must  be  curtailed. 

There  is  however,  plenty  of  good  happening  m  the  student  loan  program.  Much 
of  the  good  -  including  significant  improvements  in  default  rates  among  many 
state  agencies  -  is  obscured  by  the  dominance  of  a  few  large  guarantors, 
primarily  those  who  market  nationally,  who  are  not  doing  well.  Again,  as  your 
subcommittee  looks  at  ways  to  either  Improve  the  student  loan  program  or 
replace  It  with  something  else,  I  hope  you  will  recognize  that  many  state 
administered  programs  are  doing  well. 
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Senator  Sam  Nunn 
March  6,  1990 
Page  #2 

A  group  of  my  colleagues  who  have  styled  themselves  The  Education 
Assistance  Managers  (TEAM)  have  recently  released  a  privately  compiled  repent 
containing  far  more  recent  data  than  is  generaKy  available  from  the  U.S. 
Department  of  Education,  t  am  enclosing  Exhfctt  f  from  that  report,  a  table  of 
the  so-calfed  Trigger  Rates,"  one  of  several  measures  of  cumulative  net  default 
rate,  by  guarantee  agency.  The  intent  of  TEAM  was  to  emphasize  that  many 
guarantee  agencies  have  reduced  their  default  rates  in  recent  years  My  point 
is  to  emphasize  that  the  two  nationally  marketed  guarantee  agencies  which 
accounted  for  28  percent  of  ait  loan  guarantees  in  the  first  quarter  of  this  year, 
had  default  rates  2-4  times  the  national  average! 


Triggtr  CC*r0U*O  %t9S 
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Senator  Sam  Nunn 
March  6.  1990 
Page  U3 


WHh  ?S  t*rc«flt  of  ttw  toW  fowl  vofum*,  th« 
ntttonel  guarantor*'  Mgf>  tf«f»utt  r*t*»  drtve  «p 


Another  illustration  from  the  same  TEAM  report  is  attached  as  Exhibit  IB  and 
is  a  table  of  "Recovery  Rates  by  Guarantee  Agency."  This  is  the  percentage 
of  already  defaulted  loans  which  guarantee  agencies  collect  after  paying  the 
tenons  claim.  Again  the  leaders  are  certainly  not  among  the  large  national 
guarantors.   i   


Recovery  Rates 
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Senator  Sam  Nunn 
March  6,  1990 
Page  #4 

Obviously,  I  think  the  data  indicate  the  Federal  government  and  the  U.S. 
taxpayer  would  be  better  served  by  focusing  reform  efforts  on  the  national 
guarantors,  as  well  as  abusive  schools,  and  encouraging  the  single  state 
agencies.  While  that  may  seem  a  self-serving  position  for  me.  It  is  one 
I  believe  is  supported  by  the  facts. 

I  do  not  believe  the  uninhibited  reign  of  free  market  principles  works  when 
applied  to  the  marketing  of  government  subsidized  programs.  It  does  not  work 
because  key  participants  are  shielded  from  serious  risk  by  the  government 
subsidy.  Yet,  I  repeatedly  see  the  "free  marker  philosophy  applied  to  justify  the 
continuing  heavy  marketing  efforts  of  the  national  guarantors.  Similarly,  the  free 
market  philosophy  is  applied  to  justify  using  government  subsidized  funds  to 
make  school  owners  rich  at  the  expense  of  the  uninformed  poor. 

Frankly,  I  believe  the  data  support  my  contention  that  Federal  interests  are  best 
served  by  a  partnership  with  state  related  agencies  which  are  closely  supervised 
by  Governors  and  .  'ate  legislatures.  After  all,  education  is  still  primarily  a  state 
function  and  peopj  within  state  government  are  very  well  attuned  to  the 
educational  needs,  opportunities,  and  problems  in  their  states,  in  fact  the  states 
continue  to  contribute  far  more  financial  resources  to  provide  higher  education 
than  does  the  Federal  government  and,  thus,  the  Federal  government  really 
ought  to  try  harxier  to  dovetail  its  efforts  with  the  states*, 

I  hope  the  above  information  is  helpful  to  you  and  other  members  of  the  Senate 
as  you  continue  your  efforts  to  find  a  student  assistance  delivery  system  that 
will  work  as  intended  for  everyone. 


Stephen  Dougrferty 
Executive  Director 
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EXHIBIT  I 
Trigger  Rate*  by  Guarantee  Agency 
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EXHIBIT  1 8 
Resovsry  Rmics  by  Guarantee  Aftocy 
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CERTIFIED  PU1UC  ACCOUNTAKT 


MARTIN  R*  MADSEN 


March  6,  1990 


Starts  Ptmmut  SabcommftM 
M  Iiweslifiiliws 


EXHIBIT  # 


The  Honorable  Sam  Nunn 
Chairman,  US.  Senate  Permanent  Subcommittee  on  Investigation 
United  States  Senate 
Washington,  DC  20510 

Dear  Senator  Nunn: 

David  Buckley,  Chief  of  the  Senate  Investigative  Subcommittee  on  Investigation,  asked  me 
to  inform  you  of  the  current  problems,  issues,  and  challenges  surrounding  the 
administration  of  Title  IV  Federal  funds  at  our  nation's  postsecondary  educational 
institutions* 

As  an  independent  Certified  Public  Accountant,  my  staff  and  I  serve  over  75  colleges  and 
universities  in  20  states.  Our  practice  is  centered  around  the  perfonnance  of  Title  IV 
Federal  audits  and  financial  aid  consulting.  We  have  created  a  nationwide  network  with 
school  administrators,  law  firms,  financial  aid  consultants,  accrediting  agency 
representatives,  and  United  States  Department  of  Education  official*. 

This  very  unique  position  has  allowed  me  to  actively  participate  in  the  enforcement  of  Title 
IV  regulations  on  a  nationwide  basis.  This  report  is  important  because  you  and  your 
committee  should  be  made  fully  aware  of  the  issues  that  I  have  observed. 

I  have  classified  my  observations  into  five  (5)  categories.  If  you  have  any  questions,  or  if 
I  could  be  of  further  help  to  your  committee,  please  contact  me. 


Sincerely, 


Martin  R*  Madscn 
Certified  Public  Accountant 
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PART  I 


Problem: 


The  Federal  Government  is  reimbursing  private  lenders  tor  defaulted  guaranteed  student 
loans  that  were,  in  fact,  never  borrowed.  Additionally,  many  student  borrowers  ate  not 
Iving  provided  accurate,  timely  collection  services. 

The  Federal  Clover  Time  ni  encourages  hanks  and  other  lending  institutions  to  provide 
educational  student  loans  to  eligible  students  by  guaranteeing  repayment  to  the  lenders  ol 
all  monies  not  repaid  by  students.  As  a  condition  for  guaranteed  repayment  of  the  loans, 
the  Fede  ral  Government  requires  lenders  to  perform  and  document  due  diligence  collection 
procedures  prior  tt>  submitting  the  loans  for  guaranteed  repayment.  I  he  purpose  is.  of 
course,  to  ensure  that  ;\\\  collection  attempts  from  Ihe  student  have  Ken  made  .md  have 
tailed  prior  to  collecting  from  the  Federal  government. 

Because  ol  the  cumbersome  due  diligence  collection  requirements,  and  cash  reserve 
considerations,  a  majority  of  lending  institutions  sell  the  loan  antes  to  outside  collection 
agencies  {commonly  known  as  secondary  loan  markets).  The  loans  are  usually  sold  jo  u> 
45  days  atter  the  loan  checks  are  cut  by  the  lenders.  It  is  not  uncommon  tor  these 
secondary  markers  to  'igain  sell  the  foiins  a  third  and  fourth  time  to  various  agencies 
throughout  the  country.  The  plethora  of  secondary  markets  can  and  has  created  numerous 
errors,  irregularities,  and  inefficiencies  in  the  student  loan  collection  process. 


The  lack  of  accounting  controls  and  \  or  breakdowns  in  the  transfer  ot  loan  information 
between  original  lenders  and  secondary  markets  have  allowed  the  following  errors: 

1}  Ijkm  checks  cut  by  lenders  are  not  always  cashed.  Students  may  drop  out  of  s*  hoot, 
change  plans,  or  simply  never  receive  their  loan  cheek.  Simultaneously.  $t  the  loan 
is  sold  to  it  secondary  market  (and  the  original  loan  check  is  never  cashed!,  the 
system  relies  on  the  original  lender  to  monitor  the  loan  and  notify  the  second,  thud, 
or  fourth  purchaser  of  the  loan  that  the  obligation  should  be  cancelled. 

ii  not  properly  communicated,  the  original  loan  in  question  will  attempt  to  he 
collected  by  the  secondary  markets,  Since  the  student  did  not  borrow  the  monies, 
no  repayment  is  made.  And  jf  the  student  has  moved  and  left  no  forwarding 
address,  or  if  the  student  ignores  collection  notices,  the  due  diligence  collection 
efforts  fail.  'The  balance  of  the  non-existent  loan,  along  with  a  special  interest 
allowance,  rs  then  submitted  to  the  Federal  Government  for  full  collection. 


HxamjUes: 
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2)  Problems  with  student  loan  collection  agencies  have  been  well  documented  by 
national  and  local  news  media.  Repayments  of  loans  made  by  students  (or  by 
schools  on  behalf  of  the  students)  arc  sometimes  never  posted  to  the  students 
account.  In  other  cases,  repayments  are  posted,  but  to  the  wrong  accounts.  It  is  not 
uncommon  for  repayments  to  be  processed  sixty  to  ninety  days  atter  payments  have 
been  made.  These  time  delays  cause  unwarranted  additional  finance  charges  to 
students  (and  the  Federal  Government  if  the  loan  is  later  submitted  for  default 
collection).  The  poor  service  being  provided  by  collection  agencies  has  left  students 
with  little  or  no  means  for  correcting  these  errors, 

Until  January  1,  1990,  lenders  of  student  loans  were  not  required  to  have  audits 
performed  of  their  processing  and  collection  systems,  Nonetheless,  schools  are  being 
held  accountable  for  student  loan  default  rates  and  many  students  have  had  their 
future  ability  to  obtain  credit  unjustly  taken  away. 

The  lack  of  accountability  by  lending  institutions  and  the  secondary  loan  markets  is 
uncxcusable.  These  errors  will  continue  until  the  Federal  Government  acts  to  dissuade 
lenders  from  mismanaging  student  loans.  The  newly  enacted  audit  requirement  for  lenders 
falls  short  of  correcting  these  problems.  Bonding  requirements,  a  training  and  certification 
process,  and  guaranteed  criminal  prosecutions  for  all  violators  are  needed  to  create  an 
effective  deterrent  to  future  abuses  by  lenders  and  the  secondary  markets. 
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PART  11 


Prohjeni: 

The  concurrent  promulgation  and  enactment  of  new  Title  IV  laws  and  regulations  hy  the 
Department  of  Education  is  legally  questionable.  More  importantly,  Title  IV  laws  ami 
regulations  are  not  being  consistently  enforced  and  \  or  interpreted  hy  the  Department  .'t 
Education. 


Background; 

Current  Title  IV  reauthorization  articles  require  new  laws  anil  regulations  to  be  published 
by  December  1,  prior  to  the  start  of  the  effected  fiscal  year  (i.e.  at  least  seven  months 
prior  to  the  enactment  date).  However,  the  Department  of  Education  has  consistently 
issued  new  laws  and  regulations  that  take  effect  immediately,  many  of  which  are  uuoac'ive 
to  the  beginning  of  the  previous  fiscal  year.  The  Department  of  Education  of  ten  provides 
interpretations  of  new  regulations  several  months  after  the  regulations  take  effect. 

The  U.S.  Department  of  Education  is  responsible  for  the  enforcement  of  the  'I  Hie  IV 
laws  and  regulations  The  Department  of  Education  has  ten  (10)  regional  offices  located 
throughout  the  country.  Ti  ^e  offices  perform  numerous  enforcement  duties,  including  on- 
site  program  reviews  at  schools  and  the  assignment  of  fines  and  penalties  to  schools  that 
violate  laws  and  regulations,  It  is  now  standard  procedure  for  each  of  these  regions  to  act 
autonomously  in  their  enforcement  and  interpretation  of  Title  JV  regulations.  This 
autonomy  allows  a  wide  array  of  human  discretion  that  often  produces  very  different, 
inconsistent*  and  unfair  results. 


Examples: 

1)  Because  the  Department  of  Education  has  not  established  standard  fines  and 
penalties  for  specific  violations,  it  is  not  uncommon  for  two  different  schools  to  be 
cited  for  the  same  violation  and  reeeive  different  judgments  from  the  Department 
of  Education.  One  recently  noted  experience  showed  that  one  schcxil  was  cited  for 
retaining  $6000.00  in  excess  cash  in  a  Federal  account  and  was  fined  $2tXK).(K). 
Another  school,  m  a  different  region,  was  cited  for  retaining  over  $400  00000  in 
excess  cash  and  was  not  assessed  any  fine. 

The  number  of  citations,  fines,  and  penalties  imposed  on  a  school  is  directly 
dependant  upon  the  knowledge,  experience,  attitude,  personal  judgments,  and 
geographic  region  of  the  official  reviewing  an  individual  school. 
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2)  Because  of  the  wide  discretionary  power  given  to  the  reviewing  officers,  many 
different  private  "financial  aid  consultant*"  Have  developed  written  history  records 
of  the  officers  that  perform  the  reviews  within  the  different  regions.  These  history 
records  attempt  to  identify  the  areas  that  each  officer  tends  to  emphasize  during 
reviews  in  order  to  prepare  client  schools  for  upcoming  reviews.  Some  of  these 
consultants  arc  former  employees  of  the  US,  Department  of  Education. 

3)  Each  of  the  regional  offices  provide  technical  assistance  to  participant  schools.  It  is 
not  uncommon  to  receive  totally  different  rulings  or  interpretations  on  the  same  law 
from  different  regional  offices.  A  recent  example  involved  the  question  of  whether 
or  not  students  are  required  to  report  SLS  (Supplemental  Loan  for  Students)  loan 
monies  expected  to  be  received  on  their  GSL  (Guaranteed  Student  Loan) 
applications.  The  answer  to  the  question  has  a  direct  impact  on  the  number  of 
students  that  are  eligible  to  receive  both  types  of  Federal  loans.  The  Department 
of  Education  region  number  four  (4)  office  answered  no  and  the  region  number 
nine  (9)  office  answered  yes  to  this  question. 

4)  Schools  often  cannot  obtain  timely  technical  assistance  because  the  regional  offices 
are  not  fully  knowledgeable  of  newly  enacted  laws. 

A  recent  example  involves  the  Title  IV  regulation  mandating  a  requirement  for 
schools  to  implement  irvhousc  drug  awareness  programs.  In  reaction  to  the  law, 
many  schools  purchased  comprehensive  drug  prevention  programs  from  outside 
firms.  Later,  the  Department  of  Education  further  clarified  the  law  by  informing 
schools  they  would  be  m  compliance  with  the  law  if  they  hung  one  (1)  drug 
prevention  poster  at  each  campus, 

A  past  example  involves  the  enactment  of  the  "professional  judgement"  regulations, 
From  the  inception,  the  practical  application  of  these  regulations  was  never  fully 
understood  by  Department  of  Education  staff  and  participating  schools.  The 
widespread  confusion  allowed  the  loss  and\or  misapplication  of  hundreds  of 
thousands  of  Federal  Title  IV  dollars.  Despite  the  intent  of  the  professional 
judgement  regulations,  many  students  that  could  not  demonstrate  a  financial  need 
were,  nonetheless,  awarded  Federal  monies.  The  regulations  were  withdrawn  one 
year  later, 

At  any  given  time,  schools  across  the  country  are  waiting  for  further  clarification  on 
previously  enacted  laws  and  regulations.  As  stated,  it  is  not  uncommon  for  the 
Department  of  Education  to  provide  interpretations  of  new  regulations  several 
months  after  the  regulations  take  effect. 

The  simultaneous  promulgation  and  enactment  ot  new  Title  IV  laws  and  regulations  is 
illegal  and  irresponsible.  The  inconsistent  interpretation  and  enforcement  of  Title  IV  laws 
and  regulations  diminishes  the  importance  and  effectiveness  of  these  Federal  laws.  These 
issues  bring  into  question  the  administrative  capability  of  the  Department  of  Education  to 
effectively  manage  the  Title  IV  funding  process. 
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FART  ill 


The  absence  of  a  potential  monetary  liability  deneascs  the  quality  of  work  pertormed  hy 
professionals  serving  the  Department  of  Education  The  current  system  encourages  the 
advancement  of  individual  self  interest  rather  than  the  interests  of  students  and  the  I  ederal 
government. 


Most  institutions  that  participate  in  the  programs  are  required  by  Federal  law  to  have  an 
independent  audit  performed  of  the  Federal  funds  at  least  once  every  two  years. 
Institutions  must  solicit  proposals  from  competing  certified  puhiic  accounting  (CPA)  turns 
and  then  pay  the  selected  firm  to  conduct  the  audit.  The  auditor  then  compiles  a  report 
to  be  submitted  to  the  Department  of  Education  for  review. 

17ic  audit  function  serves  a  vital  enforcement  role.  The  Department  of  Education  relies 
on  the  audits  as  a  means  of  ensuring  that  all  schools  are  administering  Federal  funds  in 
compliance  with  laws  and  regulations.  However,  if  schools  do  not  like  the  manner  in  which 
an  audit  was  conducted,  or  do  not  like  the  contents  of  their  auditors  final  report,  they  can 
choose  to  hire  a  different  CPA  firm  to  conduct  future  audits.  This  arrangement  places  an 
audit  firm  in  a  compromising  position.  CPA's  can  ensure  repeat  harness  and  realize  higher 
profits  on  Federal  audits  by  performing  a  minimum  amount  of  audit  work  and  thereby 
citing  client  schools  for  a  minimum  number  of  infractions. 

All  schools  participating  in  the  Title  IV  programs  must  also  be  approved  for  membership 
with  a  nationally  recognized  academic  accrediting  agency.  Schools  must  meet  the  academic 
standards  of  an  accrediting  commissions.  These  commissions  perform  reviews  of  school 
operations,  staff,  facilities,  and  curriculum.  The  Department  of  Education  relies  upon  the 
accrediting  agencies  to  ensure  that  participant  schools  provide  adequate  education  to 
enrolled  students. 

Hundred^  of  different  competing  accrediting  agencies  solicit  specific  types  of  schools  for 
membership.  If  a  school  feels  that  a  particular  agency  is  too  strict,  or  if  an  agency  denies 
membership  to  a  school,  the  school  can  apply  for  membership  with  other  competing 
agencies.  Since  accrediting  agencies  arc  funded  through  membership  fees,  this  arrangement 
(much  like  that  of  CPA's)  places  accrediting  agencies  in  a  compromising  position. 

The  Department  of  Education  attempts  to  mom  to;  the  actions  of  CPA  firms  and  the 
accrediting  agencies.  But,  because  of  the  enormous  volume  of  professional  firms  and 
3gencics  that  serve  the  postsccondary  sehwl  sector,  the  Department  of  Education  is  only 
able  to  monitor  a  fraction  of  these  professionals.  Moreover,  these  professionals  are  not 
held  monetarily  liable  for  services  that  they  perform. 
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!)  Malpractice  lawsuits  arc  a  common  occurrence  in  private  industry.  The  monetary 
threat  of  malpractice  forces  CPA's  to  exercise  and  document  due  care  in  the 
performance  of  their  services.  However,  the  threat  of  malpractice  to  CPA  firms 
performing  Title  IV  compliance  audits  is  virtually  nonexistent. 

The  detection  risk  of  poorly  performed  work  is  very  low  because;  a)  the  complexity 
of  laws  and  regulations  make  peer  reviews  by  competing  CPA  firms  very  difficult, 
and;  b)  the  Department  of  Education  is  able  to  review  only  a  very  small  percentage 
of  audit  firms  each  year.  Even  if  detected,  firms  performing  poor  quality  work  ure 
not  faced  with  monetary  malpractice  judgments.  These  firms  are  usually 
reprimanded  by  being  asked  to  correct  and  reissue  previously  submitted  audit 
reports.  In  extreme  cases,  which  are  very  rare,  CPA's  may  be  subject  to  small  fines 
by  state  accountancy  boards. 

CPA  firms  perform  audits  within  many  different  industries.  Common  business  sense 
would  suggest  that  firms  will  exercise  the  greatest  professional  care  in  the  industries 
that  expose  them  to  the  greatest  monetary  liabilities. 

2)  The  existing  system  protects  and  sometimes  rewards  firms  and  agencies  that  perform 
poor  quality  work.  One  example  involves  a  school  that  hired  two  different  CPA 
firms  to  perform  Title  IV  audits.  The  schools  first  Title  IV  audit  (performed  by  a 
CPA  firm)  disclosed  no  violations  of  Federal  law.  The  school  maintained  the  same 
personnel  and  the  same  accounting  system  during  the  next  two  years.  However,  the 
school  hired  a  different  CPA  firm  to  conduct  the  next  Title  IV  audit  and  that  audit 
disclosed  19  serious  violations  of  Federal  law.  These  violations  resulted  in  monetary 
fines  ami  repayments  being  assessed  to  the  school. 

Until  the  issuance  of  the  second  report,  administrators  of  the  school  had  no 
indication  that  the  school  was  not  in  compliance  with  Title  IV  laws.  However,  the 
Department  of  Education  holds  schools  solely  and  completely  liable  for  the 
administration  of  the  funds.  Even  though  the  first  CPA  firm  appears  to  have 
performed  poor  quality  work,  that  firm  will  not  be  held  liable  for  the  actions  of  the 
school. 

Although  the  first  CPA  firm  produced  a  poor  quality  audit,  the  results  of  the  second 
CPA's  report  resulted  in  monetary  costs  to  the  school.  Today,  state,  private,  and 
proprietary  schools  are  facing  huge  budget  restraints.  Which  of  the  two  CPA  firms 
do  you  think  the  school  hired  to  perform  the  next  (third)  mdit  of  the  Title  IV 
funds? 

Copmjcnts; 

The  unfortunate  reality  is  that  some  professionals  are  taking  advantage  of  the  system. 
Until  the  Federal  government  imposes  monetary  deterrents,  these  abuses  are  guaranteed 
to  continue. 
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PART  IV 

Problem; 

The  enormous  volume  and  complexity  of  the  Title  IV  laws  and  regulations  is  overburdening 
our  educators.  The  time  and  resources  now  required  to  administer  Title  IV  programs  hits 
reached  disproportionate  levels.  This  trend  threatens  the  current  and  future  quality  of 
education  provided  by  postsecondarv  educational  institutions. 

frickflround; 

During  the  Wm\  the?  regulations  governing  the  Title  IV  programs  have  grown  at 
unprecedented  rates.  Today,  a  majority  of  the  responsibility  to  comply  with  program 
regulations  rests  with  the  educational  institutions. 

Urge  increases  in  financial  aid  statf.  training,  and  equipment  have  occurred  at  all  school*. 
It  is  not  uncommon  lor  a  university  to  employ  a  staff  of  20  tu!l«time  financial  aid 
employees,  Smaller  institutions  expend  even  larger  percentages  of  overhead  expenses  to 
pay  for  program  administration.  In  response  to  the  growing  burdens  on  schools,  a  multi- 
million  dollar  prrvHte  industry  has  emerged,  Hundrrds  of  private  financial  nid  consulting 
firms  now  exist  across  the  country,  National  conventions,  regional  workshops,  computer 
software,  and  on-site  training  are  all  part  of  the  services  promoted  by  these  firms 

As  a  prerequisite  to  receiving  Title  IV  funds,  schools  must  also  comply  with  the  standards 
of  national  accreditation  associations  and  state  regulatory  agencies.  Compliance  with  these 
agencies  requires  implementation  of  policies  and  procedures  in  excess  of  current  Title  IV 
regulation  requirements. 

The  impact  on  education  is  obvious,  State,  private,  and  proprietary  postsecondary 
institutions  arc  facing  serious  budget  constraints.  As  the  responsibilities  and  costs  of 
program  administration  shift  to  these  institutions,  resources  previously  allocated  to  the 
primary  function  of  education  must  now  he  diverted  to  financial  aid  program 
administration. 

I)  In  IM90.  schools  participating  m  the  Title  IV  program^  are  required  to  per  form  tasks 
that  have  traditionally  been  the  responsibility  of  other  i'ederal  agencies  t  he  tasks 
include: 

•  {-Insuring  students  proper  registration  with  the  hnmigi.ttum  A  Naturalization  Sersuc 

•  l-Atabiishing  a  drug  abuse  awareness  program 

*  Kstablishing  a  drug-fire  work  place  for  employees 

*  [insuring  students  compliance  with  Selective  Servat-  registration  requirements 

•  Monitoring  students  previous  loan  repayment  histories 

*  Monitoring  the  actions  of  banks  offering  student  loans 

These  tasks  originate  from  the  requirements  established  01  promoted  by  other  government 
agencies,  not  from  the  pursuit  of  higher  education. 
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2)  The  volume  and  complexity  uf  the  Title  IV  regulations  is  demonstrated  by  the 
current  requirement  of  institutions  tc>  confirm  the  eligibility  status  of  noneitizen 
students,  The  Department  of  Education  issued  a  40  page  instruction  booklet  for  this 
one  regulation.  The  required  tasks  are  outside  the  Institution's  expertise.  As  such, 
schools  must  spend  extra  time  and  money  to  comply. 

3)  Another  issue  that  further  burdens  schools  is  the  enactment  of  new  laws.  Some  Title 
IV  regulations  are  made  retroactive  to  the  date  of  enforcement.  Institutions  then 
face  a  duplication  of  effort  when  required  to  redo  work  previously  completed. 

4)  Financial  Aid  administration  has  become  a  recognized  vocation.  The  thousands  of 
page*  of  Title  IV  regulations  and  manuals  published  has  created  an  information 
overload  for  schools.  This  excess  mandates  that  institutions  continually  invest 
valuable  resources  for  the  recruitment  and  training  of  financial  aid  personnel. 


It  is  difficult  to  understand  why  the  Department  of  Education  no  longer  offers  continuing 
education  classes  to  existing  participant  schools.  In  1990*  the  Department  of  Education 
announced  that  it  will  no  longer  publish  a  Student  Aid  Pukfc  for  schools.  How  can  we 
hold  schools  accountable  for  enforcing  laws  when  the  Federal  government  does  not  supply 
schools  with  the  tools  necessary  to  learn,  understand,  and  implement  those  laws. 

This  situation  is  beyond  all  reason.  The  attitude  of  many  schools  regarding  financial  aid  is 
one  of  helplessness.  lawmakers  must  act  to  ensure  that  the  education  of  students,  not  the 
enforcement  of  Federal  regulations,  remains  the  centra!  responsibility  of  postsecondary 
institutions. 


Cedents; 
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PART  V  .  CONCLUSION 


1'hc  tilth  problem  enters  around  the  fraud  am.  misuse  of  Federal  Title  IV  funds  by  the 
institution*. 

The  most  publicised  abuse  of  funds  comes  from  the  proprietary  school  sector, 
Unscrupulous  school  owners  have  embc/y.led  millions  of  federal  dollars.  Some  analysts 
estimate  that  \W%  to  2(1%  of  all  proprietary  schools  misuse  Title  IV  funds.  This  mmoiity 
ot  sehool  operators  now  threaten  to  eliminate  the  entire  population  oi  careej  schools  as 
our  legislators  search  for  a  solution  to  the  problem. 

Abuses  of  Title  IV  funds  are  no!  limited  to  the  proprietary  sector.  Ail  types  ot  misuses  ot 
Iitle  IV  aits  hove  occurred  at  our  nations  state  and  private  institutions.  Low  budgets, 
loose  controls*  and  inadequate  training  of  financial  aid  staff  indicate  the  lack  of  importance 
placed  on  compliance  with  federal  regulations  by  these  institutions.  'I  he  lack  ot  controls, 
ouipJrd  with  the  high  volume  of  funds  processed  at  these  schools  invite  fraud  and  ensure 
misuse  It  appeal*  th.it  the  media  and  our  lawmakers  are  more  loleiant  oi  these  actions 
by  sta'.t  ,md  private  institutions  than  try  proprietary  sclun>!s  faced  with  less  of  a  public 
detemmi,  misuse  of  funds  at  state  and  private  institutions  will  most  likely  continue 

The  design  of  the  Title  IV  delivery  and  enforcement  system  is  to  blame  for  the  current 
levels  of  abuse.  As  regulations  haw  increased,  enforceability  has  decreased.  We  have 
invited  misuse  by  over  regulating  the  programs  We  have  written  volumes  of  laws  without 
considering  their  enforceability  or  practicality. 

lawmakers.  Department  of  Education  employees,  schools,  students,  banks,  consultants  and 
public  accountants  expend  huge  amounts  of  tut 'nan  effort  and  resources  to  comply  with 
the  system.  At  the  same  time,  we  have  allowed  self  serving  individuals  to  take  advantage 
ot  the  system.  The  current  levels  of  dissatisfaction  indicate  that  our  efforts  have,  in  the 
past,  been  misplaced. 

The  Department  of  I -ducat ion  has  recently  issued  new  regulations  that  create  barriers  for 
schools  with  high  loan  default  and  withdrawal  uites  to  obtain  federal  funds.  These  new 
regulations  may  discriminate  against  colleges  located  in  lower  class  neighborhoods  and 
against  schools  that  attempt  to  educate  students  with  low  laeiacy  levels.  Nonetheless,  most 
analysts  view  these  regulations  as  a  positive  step  toward  making  schools  nunc  accountable 
for  their  results. 

Our  country  relies  heavily  on  the  education  provided  by  all  of  the  different  types  of 
postsccondary  schools  in  existence  today.  We  cannot  afford  to  eliminate  an  entire  sector 
of  schools  because  of  a  minority  of  misusers.  We  must  stop  creating  cumbersome  new  laws 
and  work  to  improve  the  existing  system. 
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CALIFORNIA  STUDENT  AID  COMMISSION 


Sftutt  Pentunanl  Siibcommrttee.   s^  aw^^f^ 


VAC*******.  CA 


March  9,  1990 


MAR  121990 


Senator  Sam  Nunn 
Chairman 


Pcxmjuifnt  Subcommittee  on  Invcitigstions 
SD-  30.1  Dirksen  Senate  Office  Building 
Washington.  DC  20*10-1001 

Dear  Senator  Nunn 

At  the  nation's  largest  »Ute  guarantee  igrncy  participating  in  the  federally  guaranteed  student 
loan  programs,  and  with  tawe  than  57,6  billion  in  total  guarsntf*>,  the  California  Student  Aid 
Commission  observed  with  imeiest  the  recant  hearings  of  the  Scute  ferraanent  Subcommittee  on 
In  vest  igit  ion* 

By  focusing  on  the  potent  ml  for  abuse  in  the  educational  loan  program  by  torn*  schools  more 
interested  in  profits  than  students,  the  disproportionate  number  of  fiat-year  proprietary  students 
who  del  suit  on  their  loans,  and  in  highii*htiag  program  structural  problem*,  such  as  weak 
institutional  eligibility  criteria,  the  s«bco*natittee  undoubtedly  gained  a  deeper  appreciation  for 
some  of  the  difficult  issue*  facia*  the  ttudeat  teas  prog  rasa.  Reoofeisiag  the  increasing  reliance 
os  loans  by  low- income  students,  rising  default  coats,  and  the  presence  shabby  schools  wnkh 
short  change  students,  the  California  Student  Aid  Commission  has  been  taking  decisive  nciit,r.  and 
calling  for  strong  corrective  measure*  over  the  past  four  yean, 

The  Commission  welcome*  the  opportunity  toeaaaaiae  constructively  the  problems  facing  this 
vitally  important  program.  It  should  be  noted  at  the  outset  that  the  ex*tin*  federally  supported 
student  loan  program  is  fundamentally  sound  and  should  be  continued.  Each  year  hundreds  of 
thousands  of  students  are  able  to  attend  and  coenptete  undergraduate  or  graduate  pottsecondsry 
awiiM  with  the  help  of  low- Uteres*  educational  tea*.  Im  fact,  loans  account  for  more  than  half 
of  all  student  aid.  the  majority  of  those  who  borrow  do  repay  their  student  loans,  and  most 
schools,  lenders  and  guarantee  agencies  are  la  compliance  with  program  laws  and  regulations 
However,  there  are  problems  which  must  be  addressed  in  order  to  protect  students  and  taxpayers 
and  to  restore  public  confidence  in  the  integrity  of  the  program.  The  program  can  and  should  be 
reformed  and  set  back  on  its  intended  coarse  of  helping  to  provide  educational  opportunity  so 
that  all  citixens  may  participate  f uiiy  ia  the  nation's  economy  and  society. 

Through  its  recent  dramatic  action  in  the  Omnibus  Budget  Reoonciliatioa  Act  of  19*9  eliminating 
eligibility  for  Supplemental  Loans  for  Students  (SLS)  at  schools  with  high  default  rates  or  for 
those  students  without  a  GED  or  hi*a  school  diploma,  reduciag  SLS  loan  limits,  delaying  SLS 
loan  disbursement  for  first- year  students  and  other  measures.  Congress  made  significant  progress 
towards  curbing  some  of  the  program's  most  serious  •buses.  The  Department  of  Education1}  new 
default  reg ulstioas  also  provide  some  help  with  new  refund  requirement*,  delayed  certification  of 
loans  and  eligibility  restrictions  after  1991  for  high  default  schools.  However,  much  work 
remains  to  be  done 

With  more  than  610  schools  participating  in  its  program,  including  some  450  vocational 
ptoptitury  institution*,  the  California  Student  Aid  Commission  believes  that  the  ctiticni  factor  m 
controlling  program  costs,  stemming  the  rising  tide  of  loan  defaults,  and  restona*  the  balance 
between  loan  and  grant  aid  is  forceful  regutatkoa  of  institutional  eligibility  end  educational 
effectiveness 


BEST  COPY  AVAILABLE 


ERIC 


489 


Senator  S»m  Nunn 
Page  2 

March  9.  1990 

fut  bJttJitiy.  ihts  *ill  rec  ire  elimination  from  Title  IV  clixubilily  for  *Ji  i*n«*miard  schools  and 
those  of  qucstionsbic  ed.  >tioryu  value  such  as  under  690-chKk-hovr  trrwtitutiofi*  and 
cofrwpomkace  school*.  M  »*ean*  new  *«d  more  ligotous  state  ssd  federal  standard*  beyond 
those  of  Kcrrdirvtk*  bodse*,  with  ewgmeata    1  by  tough  bc*  state  insure  ~  steps  Cehfornu 
ha*  already  undertaken  with  recent  fegaiuio*.  *•  U)  ensure  institutional  accountability  and 
effective  consumer  pceKectkm.  Program  eligibility  should  not  be  baaed  upon  irtsti  tut  tonal  type, 
hut  rather  on  institutional  perfomaoce.  11k?  elimination  of  substandard  ifvstrtiriiont  from  the 
loan  program  will  provide  greater  consumer  peotectwo  end  student  exploitation,  and  sharply 
reduce  the  toe*  of  taxpayer**  rfoUan  That,  in  turn,  coukl  »e*tor*  public  confidence  ind  tx»gm  a 
more  productive  cycle  ia  which  saving)  from  the  kwi  program  covW  be  reallocated  to  correct  the 
current  loan  and  grant  imbalance,  particularly  arson*  towMncoiae  borrower*. 

ftiltcing  the  taw  progranj  through  compliance  review*  and  Limitation.  Suspension  and 
Terminal**  (l-S*T>  action*  he*  been  very  effective  for  ihe  Student  Aid  Com»i»icn   During  the 
past  four  year*.  we  have  taken  L5AT  action*  anainst  30  institutions  (29  propf  tft&ry  tchools  and 
one  lender).  In  two  recent  LSAT  acuon*,  both  school*  ware  aiso  charted  by  the  State  Attorney 
General  with  various  cm!  violat*on*  and  arc  currently  in  court  One  termination  action  involves, 
a  Los  Angelc*  correspondence  trade  school  where  Mud* on  borrowed  Si  million  per  month  whrir 
only  three  percent  of  them  graduated,  was  based  upon  an  audit  by  the  U.S.  Department  of 
rducatiOB  Offke  of  Inspector  General.  Cooperation  xsKtn%  state  and  federal  tacocie*  come 
about,  in  part.  following  a  California  Student  Aid  Commission  ipenaoted  compliance  us*  force 
*htch  included  representative*  from  a  *>de  array  of  state  and  federal  agenciei  concerned  w»th 
the  loan  program  and  cooxamer  proiectioe.  In  those  instance*  *here  criminal  activity  has  been 
involved  ia  attempt*  to  defraud  the  loan  ptograa*.  Commission  investigator*  have  norx-d  with 
appropriate  local  law  enforcement  authorities  k  ebtam  coBviction*  which  often  result  in  prison 
vntence*  and  the  recovery  of  fund*. 

Ihe  hesitancy  of  tome  guarantee  agencies  to  take  action*  which  would  eliminate  a  school's 
participation  is  the  program*  i*  apparently  based  on  the  assumption  that  at  leatf  *ome  recovery  of 
liabilities  may  be  possible  if  the  schooi  continues  to  operate.  The  Student  Aid  Commtwion  r$ 
convinced  that  alrowtnf  tubttandard  acaools  to  continue  to  operate  merely  prolog*  the 
exptoiutioo  of  studenu  and  that  continued  operation  does  not  fesuJt  in  recovery  of  assessed 
liabilities  but  only  extend*  aad  expand*  the  ex  mi  04  probtem*. 

The  Conimi*»»on  conducts  about  ISO  oa  site  compliance  reviews  of  school*  and  lender*  annually. 
Among  the  moat  frequeiUy  cited  practice*  are  failure  to  make  proper  refunds,  incorrect 
application  of  ability  to  benefit  criteria,  and  certif ication  of  ineligible  tow**.  These  compliance 
reviews  have  resulted  i&  ^ubattstixl  profratn  curt  preveattoo  and  recovery   The  Commitsion  ha* 
also  stepped -up  it*  cotlectio*!  effort*  for  defaulted  loam  throup  sute  and  federal  income  res 
offset*,  tn- house  collecDon*.  the  use  of  colkctton  aeencie*  and  other  measure*.  This  ha*  gar;icre«4 
$100  million  in  rrcoverie*  from  defaulters  in  the  past  two  year*  ilooe 

Such  due  dilifCftce  mexrure*,  however  effectively  carried  out.  can  only  come  after  \U  fact.  In 
the  instance  of  L.S.  ft  T.  action*,  after  hundred*  or  thousand}  of  student*  have  b^n  victimized 
and  maay  taxpayer  dottar*  aatHued.  Becauae  most  defaulter*  are  first- year  borrower*  who  drop 
out  or  receive  skirts  Marketable  oaly  for  a  minimum  wage  job,  they  are  often  unabie  rather  than 
unwilling  to  repay  a  km*  whea  it  ia  due.  Tau*  again  leads  to  the  conclusion  that  most  loan 
program  iib  stem  from  a  failure  to  limit  institutional  eligibility  to  quality  school*,  and  to  irwist  on 
educational  ef  fectivene**  a*  a  pxecondttion  of  program  participation.  Therefore*  the  Commission 
recommend*  the  foUowuuj  eewatiat  reforma: 

•     The  Depertasent  of  Education  anould  reexamine  the  performance  of  accreditation 
agencie*.  The  Department  currently  defer*  to  the  standard*  *nd  judgments  of 
accrediting  agencies  A*  a  result,  those  private  agencies  rather  than  the  IV  part  mens 
are  determining  the  eligibility  of  ftchool*  for  financial  aid  prog  ram*. 
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•  New  r  igorouj  itttc  it*ndardi  abo%*  ft  fed  beyond  eccrsdiutwo  arc  essentia].  Reliance 
on  noa-i^v*ramtnt*J  egtKies  more  concerned  with  members*  withe*  thsa  wit* 
protecting  the  interest*  of  ttudtott  ha*  fftiled  and  must  be  augmented  with  cough 
new  licensure  sttodarda  by  it*  tea  to  tutur*  institution*)  accountability  sad  effective 
cevm  prottctioa.  California  ku  already  *****  such  step*  with  the 
tmpkmeatarioa  of  two  new  place*  of  legislation: 

AS  1 402  enacted  tht  unison's  toughest  u*t#  coa*um*r  protection  require  meat*  for 
students  attending  short-t*r*i  vocational  schools,  it  rtqutrt*  ill  rjrospectlv*  itudeot* 
be  fives  completion  rate,  ptMtwsf  tod  salary  iaforauUoo  for  •  school's  recently 
en  rolled  sad  graduated  Mudssus  Students  may  obtain  a  full  refund  up  10  five  days 
after  tht  start  of  aay  count,  and  ail  schools  art  required  so  use  t  pro-rata  refund 
policy.  The  bill  nbc  prohibit*  u*tru*  or  snitlttjdiug  statements  or  changes  in 
information  relating  to  financial  aid  siigibUity,  tt  prohibit*  faUt  or  Wifftif 
advertising,  recruitment  aad  ulea  pr»ctW   The  bill  also  *st*bU*h*s  M*  standard* 
of  financial  responsibility  for  schools  which  are  wore  stringent  than  tht  federal 
standard*. 

SB  190  moves  the  oversight  of  proprtetsry  schools  from  the  California  State 
Department  of  Education  to  a  new,  independent  agency.  The  till  require*  all 
nationally  accredited  school*,  inciitdiag  those  eligible  for  fiaaacial  aid,  to  moet  the 
state's  education  Quality  aad  consumer  promotion  staodards  tad  strengthens  these 
standards.  Accredited  schools  were  previously  tttsapc  frost  state  oversight  The  bill 
rnandstas  better  information  disclosure  aad  dear  tuitioa  refund  policies,  ft  also 
require*  all  schools  to  meet  high  staadardt  of  fusaacial  responsibility  to  easure  (hat 
students  will  get  refund*.  The  state  must  conduct  school  monitoring  to  easure 
compliance  aad  suspend  license*  for  those  which  fait.  It  also  sets  better  standard* 
for  compliance*  reviews  of  eul-of-itate  school*  aad  breach  campus**. 

•  Standardise  school  eligibility  for  all  Title  IV  tkL  Tat  *ierming  abuse*  of  loan  aid  by 
undw-o00-cloc«-hour  institution**  aad  tht  exoaaslve  debt  burden  of  students  trained 
for  minimum  wage  )obt,  all  argue  for  the  tlisaiaatiott  of  inch  programs  from  all 
Title  IV  eligibility  aad  the  elimination  of  aay  accrediting  agency  that  permits 
institution*!  course  stretching  a*  a  rsupouet. 

Require  all  institutions  to  participate  in  at  least  two  c*wu*-b**ed  aid  programs  in 
addition  to  Pell  Grants  before  being  permitted  to  participate  in  tht  loan  programs. 
This  require  meat  would  assart  snatching  institutional  aid  funds  before  students 
could  borrow,  and  will  help  assure  greater  balance  between  grant  worn  and  loan  sid. 
This  requirement  has  prove*  extremely  effective  in  a  warding  California's  state 
funded  aid  aad  maKes  sense  nationally. 

•  Reject  the  idea  of  separate  proprietary  school  eligibility;  restrictions  should  be  based 
on  institutional  performance.  Many  proprietary  institution*  provide  excellent 
training  programs  and  play  a  critical  role  within  poststcondary  education.  They 
should  remain  eligible  for  Title  IV  aid,  but  tht  substandard  for-profit  career 
"schools*  should  no  footer  be  eligible  to  participate  in  any  federal  aid  programs. 

itiw tnttc  loan  program  eligibility  for  all  correspondence  schools.  It  is  impossible  to 
deter  mine  actual  correspondence  course  length  or  whoa  students  drop  out.  The  sc- 
ented "residency"  component  used  by  correspondence  program*  to  justify  their 
participation  in  Title  fV  loan  programs  is  little  more  than  a  ruse  to  continue  ihoddy 
recruiting  practice*. 
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Semtor  Saa  Nuaa 
Fa$t4 

March  9,  1990  k  . 

Batter  uat  Mast  bt  sadt  of  stwdtai  aid  f uad*  if  w*  tr*  »  respoad  afftctivary  to  tht 

prccittf  atad  for  wtt  fraai  tod  toaa  taittaac*.  The  iattitutioaal  t^ibiliry'rtform*  ouiiiaed 
nbov»  «riH  focat  tvuitab*  ratowctt  on  Mdf  studaaa  «  quality  tattifrtioaj ,  laceid  ratuft  ta 
lubttaatial  progrtMi  taviat*  by  radactat  default  aad  otaer  pcoareai  com,  providt  gramcr 
coKUWf  protect**,  tad  tat  pmtm  rs'  stuck  at  txptoitatto*.  aad  taarpty  reduce  tae  k*t  of 
taxpayer  donate  weflt  iesioria#  pebfc  coafidcace  ia  pottatcoodery  educatio*  tad  tae  k*o 
prostajM. 

Rtstrktiaf  TiUf  IV  «li#ifcitity  to  oaly  tkea  lattitatioet  of  provta  quality  will  Alio  aclp  assort 
Uut  icarce  Hit  Gnat  foadH  are  *x  waited  titeer.  Tali  witt  aetp  reduce  depeedeece  oa  ttvdeat 
Ioum  by  fini-year  borrowers.  TV  sobttaatiel  )oao  prom*  sevias*  cae  ba  reallocated 
productively  to  Mr  raprtat  tae  carrast  taea  aad  fraai  uab6*aace,  particularly  uooat  Jcw-iacomt 
borrowers. 

Tat  failure  to  aaact  aaaded  reforest  will  lead  »  coatiaued  aapalatioa  of  proa/em  cot*; 
ikyrocketiaa.  default  dates,  especially  ia  caa  SLS  profrtm;  dwiedliat  public  coafkkace  aad 
support  for  aU  loaa  pmaraav;  aad  tfca  mtrtawart  explpitabe*  of  ttadaao. 

ThsaX  you  vary  »uc*  for  tat  opportuajiy  to  provide  iaput  iato  your  iavestifitive  process.  If 
you  aead  farther  iafottasiioe  pfcese  do  art  acniste  to  coetect  tae  Coc»3ii»k>a. 


Peausl  M.  Kipp,  til 
Esieutivt  Director 
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STOLEN  PROMISE:  THE  STUDENT 


Small  bank  turns  big-league 
by  cashing  in  on  student  loans 


fty  Am  Karat* 

Sail*** 

NORTON.  Kan  -  la  Use 
worw  of  student  kins.  Citibank 
U  king,  wtth  Its  gfcaminf  WW- 
rate  fortress  standing  »H  tswof 
kUahattan's  skyscraper*. 

Ttw  peine* ts  the  Bank  of  Kor» 
tM,  im«M  arid  Ik*  wt***t  Cars* 
of  north****  Kansas  and  the  Uff> 
est  employer  m  *  town  of  JUOft 

Citibank  ssadt  $570  »itlK»  la 
Student  to***  m  19*.  t*t  litMt 
year  for  figures  art  mU* 
able,  according  to  the  I' S-  De- 
partment of  Education.  Tn*  Rank 
of  Horton  cam*  m  second,  with 
$396  million 

Tht  Nt*  York  pUkta  ItndJ 
mostly  to  student*  attending  tra- 
ditional eoJfcfW.  Th*  Bisk  of 
Hortoa.  until  recently,  never  met 
i  trade  school  It  didnl  Ilk*  -  80 
percent  of  «»  student  loan  portfo. 
tto  consists  of  loans  to  pnritt 
t  nde  school  students 

Whereas  Citibank  cm  afford 
to  hold  onto  most  of  its  lotus,  the 
Bank  of  Hortoo  csnnot  It  has 
made  its  mow  from  the  churn 
setting  iu  loan*  as  soon  a*  the  irk 
dries  "The  Bank  of  Honon 
doesn  t  know  what  its.  default  rate 
ty  —  [  wll  bu  loans "  Mid  Antho* 
m  Pizzutt.  the  band's  caecum* 
sire  president 

While  that  practice  Ha* 
hfiped  the  Bank  of  Norton  and  us 
town  it  has  ereated  a  medrom  in 
which  loan  defaults  germinate 
taster  than  Kansas  *N»»t,  student 
*td  nffictals  sat 

"Tnev  are  the  bine  of  the  «u 
dent  loan  inausm  t\  far  as  I  am 
concerned  said  Stephen  l>ou 
snrm  e\ecuih-e  director  o(  me 
weorff*  Student  Finance  Com 
mission  wmrn  aamimsiers  nu 
orm  loan  procraim  in  ini»  state 

'Their  n thingness  tn  enrou* 


.1 


^1  monftor  f  sxtoo*  a*  ^ng' 

ait  leading  it  institution*  sot 
ictviBf  th*»r  student*  well  ts  just 
uneoBsetOtttlrfe  They  take  ail  the 
cream  and  leave  the  taxpayer 
with  the  rest"  he  said 

me  Bank  of  Norton  balks  at 
such  cnttCtWB.  I*  turn  Warning 
the  federal  Education  Depart- 
ment for  allowing  dishonest 
schools  ta  the  student  loan  peo> 
grams  -l  ctnl  monitor  if  schools 
are  lymj  to  students,"  Mr  Praut* 
aid  "If  school*  had  a  letter  from 
the  (US)  Department  of  Educe- 
non  saving  they  were  eitgtbfe  to 
participate,  we  felt  it  was  dis> 
criminatory  totav  no" 

He  hits  a  point  Even  so  the 
Department  of  Education  *ould 
like  tender*  to  be  more  selective 
about  the  schools  the*  do  bv«i- 
m  ss  h  i th  to  help  curb  defaults 

"Lenders  can  help  in  this  - 
not  so  make  decisionv  *tK>ut  »nd». 
Mduaf  Muoems  bui  iooK  u-fterc 


is  feme  ti  ways  very 
liMttar  w  ta>t  way  lenders  loo*  at 
asortgaget.  sectirmes  and  car*," 
Mid  Chart rs  E.M.  Kolb,  deputv 
usd«r*«creurv  for  piusatng.  bud- 
«ut  and  evaluation  for  the 
Mpartatent 

An  open-door  poller  saade  the 
Ba»k  of  Hortao  what  it  ts  today. 
VU*  the  farm  ecoaony  going 
bast  at  teak  fM  inst  «w  »»d«« 
IMS  **$m$$  with  irt*t  vim  i* 
UM  t4rty  Z9aXa*.  ft  hooted  vp  with 
tn*  Higher  Eduottsoa  Assiauoce 
rouadatton,  a  loan  guarantee 
•ajtsxy  iootoat  (9  grow. 

!»  urdtn.  they  turned 
areund  a  smdent  loan  ta  a  few 
ssMfca.  while  It  toot  oCstf  banks 
s«  Kansas  two  to  tart*  isooth* 
iust  to  proctis  the  paperwork. 
Word  got  out.  School  operator* 
"wfto  art  tn  the  brants*  foe  mon- 
ey love  quica  turnaround,"  Mr. 
Ptxxuti  said. 

Evidently.  The  hank  made 
four  ntw  car  loans  m  But  it 
km  to  300  to  900  student*  per  day 
that  same  year  Not  that  any  of 
the  loan  officers  actually  see  the 
student*  who  borrow  thousands  of 
dollars  each  day  Applications 
coast  tn  by  batches  from  schools 
nationwide 

The  Bank  of  Morton's  annua! 
earnings  climbed  from  $75,000  tn 
to  SI  4  million  m  !9&  Mr 
P/xiuti  said  Student  loans  ac 
count  for  50  percent  of  the  bank  s 
assets,  compared  with  2  percent 
of  Citibank's 

The  Morton  communis*  tt 
thankful  for  student  loans  Bank 
employees  number  250  lodes, 
romoared  with  IS  a  decade  ago 

Three-quarters  work  in  the 
student  loan  division  the  site  of  a 
once-abandoned  grocery  store 
The  unassuming  budding  hums 
Hfth  loans  being  processed  on 
computers 
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1*»  to**  mm  »w  WWt# 
M  (to  toert  ef  tm  sertatie* 
wlte  (VeaaJy  etietod.  rttovatta 
taeet  -  flaunt  »*a  tto  eat** 
mm,  A  eeaitot  *  ear***  Ml 
ttaatla  Htm*  *r  tto  &*  tto* 
is  i  atceee.  A  im*  garter 
9*«at*  WUlto'i  Seat  Hmm 


Tee  eat*  at*  **t*i 
tail  nt*ril9-*ttkm*  Uwt  a* 
woeie  eew  tan  tto  tana,"  tele* 
HtWrea  8wRf,  wto  wartta  la 
tto  stoeaet  feea  rftvttion  w*l* 
iter  aaaata*  tteee  to  ttotr  «n* 
tHaf  titty  torn,  It  evaa*  to  a 
ittautr  if  tatt  Wjjmji  toft 
Ho*toa.~ 

Sm  Hertoa  tt  eavtef  tt 
ctoeet  dreetfctlfcr  to  nay  all*  to 
tto  cunaet  muM  ttokeettt.  Tto 
toa*  ctal  «a«iy  uatoto  ft*  lots* 
to  ttfOAdary  *ertott  tayarora. 


rto  it  fr  ttoHtu  bcbU  "tr***' 
la  fiwetal  ereaeetit*.  Tile  aiat- 
tor  eftoeee  a  eufcet  to  ^ 
to  teat*  »0  t  dir.  Mr  Httt* 

to  toe*.  X*rm  auto*  ate*  of 
tto  tote*  to  tfctoeeto  ftOtwUftt 
tree*  tcaeeit  wttfc  pn«r*ata  jv* 
ete*  feet  ttoe  *  year.  Teetoy.  firm- 
er itoe  15  eereeeref  Kertoa  i 
iMti  art  to  Keeeatt  st  ttos* 
itJUitt  ~  -teal  etmat,  toir 
cfyfejr.'lfr.ftBtfitot*, 

Site*  itly.  (to  to«Jt  ft** 
etoeaai  toeetot  to  toast 
tceetto  eattoewto*  ato  eoeet  15 
to  (toerfto  no*  *f  waie*  tot* 
iaor»idtoS  tto  Geonp*  Sfctfet* 
Fteaet*  Cettewwiea  -  ta* 
fteto't  leader  of  last  retort  — 
ttouttaktocue  tat  slack. 

Today,  (to  Bask  of  Hortoa'i 


stttrfent  iota  perttoho  mwiw 
aottiy  of  toeee  to  trade  setoelt 
wlte  peefrsms  rusainf  12  oaomtia 
ar  atom  AtotK  3»  atretii  of  Uto 
toaas  art  to  tatotets  ettoadiat, 
tradttttftal  fcuryeer  tad  tvo-yetr 
cettoftt.  Hr.  Haunt  Mil  Tat 
tea*  tt  cottrttof  tmdHtoaal  co*- 
Iiftt.  taciudinf  Xwrt*  Brow*. 
Speteua  tad  Oeofpe  Souteem 

Set  at  tta  tow  *etoJ*e  drop*. 
H^rtaa  tt  ctruia  to  tttltltf.  toci.  at 
toast  for  tow  Critics  say  tto  toak 
ex  torvetuaf  watt  ti  tftwt* 

Bat  tto  laak  of  Hortoa  taya  A 
mtt  waattor  boaa  0ataetiUy  hard 
U«tt  aad  tto  cnucum.  "We 
waaid  tuy  in  Uf  ttudest  loaa 
bvuntta  <r  we  onty  orato  evea 
31f.  Pt««t»  ttKi  Ifi  a  tt^fta  w* 
dm  p«t  t  tot  of  »«a  tnd  rr- 
soarcet  into  We  ht«*  »mer#»it 
ttot  »»prr»e^e  profit* 
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7!»t  upward  spiral  ia  sfatdtut  loatt  costs 

coat  sa*pa>»f*  about  |£  eliiOf* «  two  mQHPm**  m&t      tn  ^ 
>n  two,  detau*. eotti MpraiicttdtoMi  up  ** c*rcw^i  &  :n» 
aV0*r*i  loan  p«jgr*m>  IOC*  eeets 


Ibtai  ttM 


•TAb 
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>noc         I  fe 
jjM  itft 


Push  for  accreditation, 
loan  funds  often  makes 
for  strange  bedfellows 


9taf  wi» 

rt  ww  a  match  atede  to  heav- 
en  St  Mary  of  the  HaJaa,  *  iter 
at  art*  coU«£  »  Kaaeaa  had  ic 
CMdltHtML  Tw*  AaaettCift  TrUCt 
Mrt^SclMti  ft*  if  tl»»  bad 

A  fh#»d  iatradeced  them  TV 
North  CewtreJ  Aaeaeiaboa  of  Col- 
legra  aa*  fc**ai*.  a*  awrttfWiat 
aaewcy,  bfeaaed  the  awria#e  Am 
the  foderai  atadtM  aH  finnd 

044  co«»li«p  NKk  at  UU 
ha%*  edueWoa  eflJciafr  rethia 
tac  the  power  accredit]]*  apt- 
ciei  wield  it  decidta*  w**eh 
icboori  feeti*  federal  awdeet 

Accfedltatie*  »ww  ft*  * 
ttsavp  of  academ*  approval  Te 

be  eligible  for  federal  atudeflt 
•kJ.  students  Must  attead  sdaoek 
accredited  by  afenctea  approved 
by  the  US  secretary  of 
education 


the  Plains  hook  up  vith 
the  American  Truck 
Drimg  School?* A 
deal  wgs  cut  so  the 
accreditation  could 
flow." 

Jut  ift  the  post  decade  pri- 
nt* accrediting  ateacies  have 
approved  aunty  eee*re*ee*jjt  re* 
tSttOStfJttpf,  and  te  ha«  the  U  & 
Depart***  of  Eaueeooa.  The  ef- 
fect critic*  eta  nfe.  is  to  confer 
accreditation  on  tchooli  (hat 
hive  not  been  c©rnpreben*fveiy 
evaluated  tod  lo  op*«n  tfi*  ttuoem 
aid  tptfcK 


The  owner  of  the  cjeuryi.: 
M-hooi  of  Bertendmt  in  Wenta 
or  e*af*pJe.  touch  t  th*  Nanm 
irmiiuU?  of  Bererty  Hilii  a  fall 
forma-based  school  ipeetalmn* 
in  child  care,  and  made  it  j 
branch  of  Ht*  Atlanta  facility 

At  the  time,  the  bartending 
K-hooJ  tit  accredited,  the  nanm 
school  was  ■at  according  to  ir 
crediting  oflftaak  The  pairing  ai 
towed  (at  nanny  school  to  pin 
acemdtfatto*  and  receive  ftnan 
rtji  aid  —  ainee  it's  quicker  for 
1  branches  to  «ta  accreditation 
then  uHftfllhated  jchoot* 

-1  thtib  «  wa»  a  littie  quick- 
err  said  Memu  Kau.  ut  owner 
qf  the  whooift  "Whea  we  pur 
eftaaed  tM  oaaay  Kfwoi,  it  wa& 
within  faderai  raivuu«»  to  h«\r 
it  aa  a  brandi." 

The  coaittwip  of  St  Mary  or 
the  P!aina  fiwr  yaan  a^o 
when  the  tradt-irtetaf  Khool  lott 
rt»  accfediUUOw,  accorma*  to  the 
NailOMl  Heat*  Study  Council, 
the  ajMcy  tfcat  oftftsaliy  eeetwd- 
K^iSedriHiaiacaoot 
jj  A  St  Mary  §  ofTidal.  Vtoct> 
Xaodtdt  laid  the  eoUeft  atrtwed 
mo  the  afreewewt  hecattae 

IWt  it  wm  part  of  our  minion 
(otri  people  o<T  welfare  roiU  im 
off  the  uneatpioymeot  rvlla  " 

But  Dr  ;ame  W.  Smith,  direr 
tor  of  the  Georfta  drttooo  thai 
refUtaJea  tr*o«  ichooU.  retorteo 
"I'm  jvn  aorry.  hut  i  deal  tmn* 
trvch  dnrtaai  ^  ***  aittaion 
A  deal  wu  cut  »  the  acemiiu 
tiea  covfd  f?ow  " 

Or  Smith  hat  prohibrted  th« 
tmch-Oriviftf  tehoot.  bated  n 
Q»  llott  Teaaa.  from  recruitim 
laCeoffia. 

And  the  VS  Depxrtment  ^ 
Kducation  it  chaHengint  the  ar 
r»Bf«»e»t  became  ft  m>*  Si 
hlary't  ia  aot  operatinf  mo*:  .. 
the  fruct^drivifig  prornrs 

North  Central,  the  accredit m 
atency.  "haa  been  concern r* 
about  the  ref^twnaftip  an** 
been  comrtumraunR  with  S- 
Kary  a  about  tta  future  pians 
lard  Df  Ste%e  Crvw  ihr  a^rnry 
deputy  director 

J«r  Uifdick  tatd  4.090  -Au 
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dcnu  are  mrotW  in  thr  (ruck 
driving  icnoo*  <*nit  90  percent 
rww  frderal  audem  *rf  Tu- 
ition st  ibout  W.r00  The  hberii 
•rU  coJtffr  hJU  abort  1.0P0  tfu- 
drnti  each  P*T<B«  200  •  ye*r  , 
m  tutttoa.  Mr  Uud*ca  attd  ! 

Tt»  ceJ*efe» tWdtm  ton  4* 
fiuH  r»»  »  wore  tfun  90  percent 
Tbe  tmck-drmmj  tcboot'i  default  | 
ntf  {»  7$  perefrtt.  according  to  [ 
ine  DepirtaaeiH  of  Education 

AceredJttttl  tfeacfn  *«rv»ve 
by  crtarpni  mew!  Am  to  rttem- 
ber  ftcnooSi  If  tliey  dos  t  have 
member*  tbey  cant  stay  t»  b«*» 
nets 

Tfce  WHMrtry'i  bottett  accredit- 
ing aje*cy  ft*  trade  actool*  - 
AtvET.  tbe  Accredawg  Conned 
for  CobubuhH  Education  and 
Training  ~  la  frderaJ  *cru 
Uny  becauic  of  tt*  prolific  peifor 
ndci  ii  acerediUaf  Rhook 

Tbe  number  of  trade  tchocJi 
receiving  ACCKT  amedrUtion  -  I 
tad  federal  art  -  to  incrrasrd 
to  time*  ow  in  tbe  pan  «jru  | 
year*,  from  civ  acbooia  m  IMS  to  I 
430  M*»  amd  OfMCh  campate* 
today 

ACCKT*  pmkJent.  Dr  Unj 
K.  Dodd*aiirlb«a»tKepwfb  to 
incretttag  nam*  ttcocBittoft  tor 
ht*a*Tncy  He  ilao  acknowledge* 
that  lamt  of  tae  government'! 
concern  may  be  vaUd  "But  I 
don t  Utta*  «*e  aa*a  •  comer  o« 
peedimj  to  make  issproveawiU  4n 
the  nccredtun*  t*arb*C  he  ttfd 

Once  a  •ehoei  it  accredited,  it 
ti  dtfflcuU  to  «*Jo.  Scbooii  ba*e 
due  procetf  rtabit,  and  taey  haw 
not  been  sky  atari  eotng  to  cowt 

Utt  fail  tbe  Soother*  Aawc* 
atten  of  Cottefea  end  School* 
(SACS)  trvofced  tbe  accreditttKm 
of  some  tclwota  operated  by 
WtljVed  Academy,  •  coamet^ofy 
trade  adtool  cfcatfc  It*  chairman 
and  tS  other  employee*  h*ve 
been  mdieted  ttt  Florida  on 
cartel  of  mtftfua*  federal  atu 
dent  atd  tart* 

SACS  reinstated  the  ac 
rredttauon  aiW  the  compan> 
protftited  thnmfh  the  court*  The 
srhocU  remain  open  With  the  I H 
Ration  pcftdffK  the  federai  aid 
continue*  to  flow 
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Two-person  team  struggles  to  regulate 
Georgia's  200  private  trade  schools 


aa  QtKf  eomttutt  the  ««#  *  »iyj<*»Y  200 


jaMSprttfta* 


ty  Am  Hard* 

From  her  otfkr  «vmao«  Wjn 
0»  Grt»  'oo**  do*n  -in  to*  l'*P* 
to*  Heme*  hou>ini  project  nherr 
itudent*  uetimued  b>  dishonest 
tradp  Khooi*  live  To  (he  right 
lttt  me  UoSdPn  Dorm?  ot  the  <tue 
Opiiol  where  no  one  ft**  done 
much  to  tiop  the  *6uw 

\Ji  finy  il  pin  ol  a  team  i>f 
onh  ittt?  il  the  Georgia  1>V** 
mrnt  of  Education  She  and  Dr 
Jame  W  Strnth  are  rhaiteo  *nh 
Wiwni  *ne  »!«» »  200  pmate 
trade  *chool*  ^hich  hate  *cuuy 
itudenu  -  *  J«*>  ^qui%»Irm  to 
foottni  aHrr  the  interest*  ot  *M 
Mudent*  enrolled  at  Georgia  * 
pti&ise  unnrmtie* 

Ai  tradp  wheot  abuse  Hour 
uhed  in  Georft*  *n  recent  years 
the  already  enonwHrt  of  reg 
ttMHin*  Khooli  became  «wpoi« 
fef*  l«giilalor4  actaKwffdf* 

j  don!  pume  Jame  Smith  or 
Wand*  Gray  it  lit  for  our  prob 
fern*  '  Mid  ttate  Rep  Mar*»«  Ad 
am*  iDTttoBMitont.  «whtfrm*ft 
of  »  Houve  letlltltJve  committer 
tppointed  lift  year  to  study  the 
tradr  tfhoo*  »nd(mry  in  GrOMEt* 
i  am  not  too  sure  #e  e*e?  came 
face  to  fiee  with  the  profrfc  tn 

l*  fiet  the  Utaimrt 
reiHy  $oi  the  cbaace  s>p  Smith 
and  Ms  tiny  repeatedly  have  *p- 
peaied  to  the  *Ute  Education  IV 
pjirtmem  to  4**  t*e  U*i»Mure 
(or  more  money  to  tftcreaic  «iff 
to  reftflaje  urhooli  Repettrdlv 
they  have  been  defied 


Whtrt  to  gtt  htlp 


•,ov»ee  ,tXi"tw«!>er,'Cce?ot,pva4fice,.r--.r 

vO^  tufn 
»  AfW*a  I 

•  G«xxga  Df^mni  o*  EOwClW1 

•  Oae^l  5iy0«m^'^*viCo^pr'*»*on 

•  $tstt  a^am**^  ooa/en  to-  coi^wooir  awt  o*^^ 
iuS  D«p*nm»iy  0*  touaton  »oui^ei»i  Region**  C)tt>c« 


:  -*  e :  a .  •** 

404*  !^4- 
4041  656  i«12 
4W  450  5^ 
p4>«  856-1907 
,404!  M<  05M 


Thf  Depfcfimrnl  oJ  Fduf^»t'n 
fytmut  rn'iuilti  ri"><*i*cy  t« 
lund  education  reiorm  pro-am* 
m  public  ynm^n  and  *rond«n 
tthoulk  U  v*nn?  even  it*  !«r 
tundmg  to  deal  iviih  proOlem*  m 
the  pro  alt  tf*dc  whoot  jnduitn 
FranKb  thp  regulator)  aciiv 
ttte«  of  (trade)  whool*  «i  I  mfp 
the  department  aisumei  becauK 
the  ia»  va*d  it  had  to.'  uid  EU» 
Haieman  an  aumant  s«pef««H*n 
(jrnt  *fto  oversee*  t^e  trade 
Khoof  tinman 

Mr  Bat  em*  n  taut  vrar  ailed 
Ihe  drparunenr  eo  im'titik'  in  >tk 
190]  p«d|t<"t  rrqur«l  for 
more  tt*fT  to  regulatp  trade 
tfttooia  The  revest  d*dn  t  makr 
tt  arrow  the  itreet  to  the  Captiol 

Sot  eiposvre  to  *bu$«  tn  the 
trade  irhool  Jndtittry  hai  con- 
vinced the  Hotite  study  rommtt 
Cee  thai  the  ttme  has  come  ifi 
reckon  vuth  the  proOfcm  *nd 
the  (Csucalion  Department  %  i*ti 
«re  to  *otv«"  it 

On  Tuesday,  feciaiaiiofi  t*  ct- 


pt-urd  u>  hp  propt^pd  «n  the 
Home  Ed»»rati«»n  '  wmmittee  rill 

(or  fundanifnu'  »  n-nfe  .n  the 
fVRuHlion  or  tradr  <nooi>  Thr 
42  patP  proP"«(  rtUfc  w  the  rr« 
ulat»on  o»  trade  vcrtooi*  to  be 
mo»ed  to  the  lieorgia  Studrnt  Ft 
nanre  t'ummimon  'he  *?ate  s 
ttucem  a»d  a«enr>  ^  hoard  a(  12 
appointed  by  the  tfovrraor  would 
admmtitfr  the  trade  *choof  df*s 
«oo  and  ^rhonl*  woukl  pav  (or 
the  retulat'on  ihromh 
eordinf  to  the  le«»*iation 

Aithough  (hey  haw  not  tho^n 
murh  muM  le  m  thP  pavi  thr 
trade  school  lohP»e»  *i4  oppose 
(he  ciove 

-Therr  ruw  been  some  p^ob 
lemv  vn  the  past  with  propr»etar> 
acnoaji  even  getttnt  ioank 
Htroufh  the  Georgia  St«<*««»  p"» 
nanep  Commnuon  satd  Mike 
Davts,  president  of  the  fieortt* 
Pn**te  Stikkx  fUKKiatton  *n»rn 
represents  trade  fcchoo(>  I  don  l 
think  the  eomtmwion  *o«W  be 
too  fne»d!y  to 
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Brown  College  of  Court  Reporting:  A  school  that  makes  the  grade 


aVy  Ann  Hardin 

St**** 

Gecrgt*  trade  *rru*»l  tftttser*  pwnt  to  h)%hly  rr 
»rdrd  Bro*n  College  of  Court  ReporUn*  on 
nrachtree  Street  to  support  Ux-ir  cue  for  reeetv 
rng  fcdcrat  student  aid  fundi 

S-Mt  the  school's  owner  would  ;u*t  as  toon  part 
company  "bopncury  jchoete  don  t  he*t  *  good 
reputation,''  **>d  Forrest  It  Brow,  who  founded 
tse  school  19  years  ago.  "J  don't  want  to  be  oat, 
but  i  don  i  have  anything  rise  10  be  right  no*  ~ 

Brown  placet  100  percent  of  ?t*  court  reporting 
graduates  in  jofe*.  about  &4  percent  of  lU  tfudeott 
drftult  on  their  foan*,  according  to  Use  federal 
government 

Good  trade  schools  mch  ea  Brown  -  which 
crmc*  and  advocate*  alike  afree  are  the  majority 
-  nuke  retorvirvr  the  rcnirorrrsy  eagvfftng  the  m- 
duati>  diitkuJt 

While  public  Ml  race  abort  ahuae  to  trade 
school*  mount*,  the  cou  ntry  has  a  growing  aeed  for 
ao<!>tradiUoft*l  education.  Between  new  tod  the 
rear  2000  tf*e  majority  of  sew  joO*  will  require 
technical  training,  not  baccalaureate  degree*,  ac- 


cording to  the  U  S  Department  of  Labor 

Because  tfudenU  of  (trade  schools}  include 
teenager*  and  people  who  have  found  their  own 
employment  lost  through  technological  chant*.  I 
wouldn't  want  to  fee  the  opportunity  cut  off.  mkJ 
Shtrtry  Hurttedier  secretary  of  the  t;  S  Depart- 
went  of  Edtfctuoa  under  President  iimmy  Carter 

Public  tecnttonaJ  school*  do  not  have  apace  for 
the  n»mioavafea  student*  easroiled  in  proato  trade 
sehooli  naUeewfde  Seme  student*  e«  nailed  m 
Georgia  trade  schools  complain  that  votech 
schools  have  waiting  U*t*  or  their  program*  are 
too  crowded 

Tm  not  (oat  Is  the  crowd  hef*.**  «atd  Andrea 
D  Carter.  fW.  i  student  at  meadows  ftrsinef*  Col- 
late ta  AJheey  where  fewer  than  $  percent  of  stu- 
dent* default  on  their  loan*,  accord  we,  to  the  fed- 
eral Education  Desertmeat 

Ms  Carter  had  attended  a  public  two-year  col 

too  Quietly  an  thai  t  rouWnl  uademUnd  * 

with  no  sore-ftre  way  to  aepame  the  wheat 
from  the  chaff,  the  eurrenc  crackdown  m  the  trade 
school  industry  is  certain  to  hurt  tome  rood 


7  don't  want  to  be 
[a  proprietary  school], 
but  /  don't  luive 
anything  else  to  be 
right  now. " 

Format  nVnwm 

School  Owner 


school*.  Federal  and  state  ome tali  hope  tbete  m- 
stitotioa*  can  hang  on. 

In  metro  AUhnto,  some  trade  schools  na%#  be 
come  part  of  the  crty's  fabric  by  virtue  of  egr  and 
repute***  DeVry  laaMute  of  Texhnotogy.  for  in- 
stance, opened  m  1MB  Ufce  Brown,  in*  Art  Inatr 
lute  of  AUanta  and  the  Portfolio  Center,  a  tramuuj 
crater  for  art  director*  and  imphic  dettg ncr* 
have  heen  around  mom  than  a  decade  All  have 


drlault  ratei  oi  20  percent  or  }e*i  \ 
Brown  f»  tf>e  only  acrredftcd  court  reporting  I 
Khool  »n  (teorgia  —  private  or  MhenviM*  It  *t$ 
founded  after  Mr  Brown  a  court  reporff  *>\ 
trade  carted  a  company  to  provide  ireelanre 
court  ne porter*  :o  >udir»al  cirrnrt*  acro>»  the  ^»*te 
The  only  catch  wna  court  reporter*  were  scarce 

So  Mr.  Brown  started  a  school,  which  took  a 
doten  yeara  to  turn  a  profit,  he  *aid  The  school 
haa  about  ZTD  studenu.  and  court  reporting  gradu 
ate*  command  starting  salaries  of  $24 (X©  and  up. 
industry  expert*  say 

Brown  defies  standard  logtc  that  htgh  dropout 
rate*  and  defaulted  loan*  necesaanly  go  hand  m 
hand  Onty  nbout  one-Olth  of  the  students  enrolied 
in  the  court  reporting  program  finish,  since  the 
crafl  ti  tough  to  team  and  takes  year*  to  master 

And  Brown  is  not  cheap  —  *iih  annual  fuitton 
running  about  MJOC  Xfrtr  and  over  I  emphawre 
the  need  tor  students  to  repay  their  loan*."  said 
Vera  £  Brook*.  Brown's  flnancui)  aid  director 
They  can  tose  everyihtag." 
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Bill  puts  'teeth' 
into  regulation 
of  trade  schools 

By  An*K*rttt« 

r.»m  mfcd  that  trade 
schooti  in  (Icorgi*  srr  thnrt 
changing  poor  rtUilwll  ami  bilk 
in*  taspayen.  the  House  Eduea 
don  Committee  unanimously 
nas*ed  new  legislation  Tuesday  to 
put  some  teeth '  Into  regulation 
of  i  he  school « 

The  legislation  would  »hift 
regulation  of  private  trade 
schools  from  the  Georgia  Depart 
ment  of  Education  lo  the  Georgta 
Student  Finance  Cemmtitinn 
That  agency,  whtch  makes  stu- 
dent foam,  financially  hai  more 
at  ftPke 

In  a  two  part  series  that  con 
eluded  Monday,  The  Atlanta  Jour 
nsf  Constitution  ;rportrd  the  De- 
partment of  Education  has  failed 
to  regulate  schools  The  Student 
Finance  Commission,  on  the  oth- 
er hand.  I*  being  com  pelted  by 
federal  taw  to  maae  loan*  to  stu- 
dents  who  attend  school  I  with 
hfg h  default  rate* 

Hep  Bill  atangum  <D  Deca- 
tur), the  committee's  chairman, 
saltf  the  terres  Htct  the  state"  for 
the  tpeed  In  which  the  fofrilttlon 
moved  through  the  committee  He 
said  the  bill  would  get  a  food 

WtLCortxutdortDS^ 


►  Legislative  news  D3 


hh  w,  ami  'w)(RB8^R8^mmm 


Bill  puts  'teeth'! 
into  regulation  > 
of  trade  schools 

►  ConttoNdfeomDft 

hearing  In  tlie  full  House 

Mr.  Maognm  said  House 
S|*«scr  Tom  Murphy  0* Bremen) 
had  not  seen  the  k*tst*ti«o.  hot 
"snpwit*  the  roitcopt  of  correct 
htg  those  alrociUcA 

Renting  the  legislation  was 
nearly  a  dene  deal,  the  slate  s 
chief  trade  achont  lobby  relented 
"The  committee  it  sold  We 
Just  want  to  he  treated  fairly/' 
said  Mike  Darts,  president  of  lite 
Urorgi*  l^irale  School  A*sochv 
thm.  which  rwrc*eiilt43  for  prof* 
it  trade  schools  in  Georgia 

Mr.  havtt  and  his  colleagues 
opposed  the  move  because  they 
sny  the*  finance  commiwtoo  has 
urn  hern  recvpUvc  to  trade  school 
students  in  the  past 

The  commission,  a  quasi-stale 
agency,  makes  loans  to  gHirienU 
attending  po*t  secondary  school*, 
Federal  law  mandates  that  loans 
must  he  available  to  student^  At 
rv  result,  the  commhalon  to  bavin* 
In  mike  more  loans  to  trade  1 
srhool  ^Indent*,  who  as  a  group, 
me  high  defaulters  Without  1 
tougher  regulation,  the  commis- 
sion mold  end  up  toslnf  '-uiey 
on  tho*c  loans 

While  acknowMtina  the  con* 
cent*  of  trade  school  owners,  Mr. 
Mnnfnm  said  "legitimate  schools 
mr  going  to  be  far  better  off  N 

The  legliratton  estends  to  all 
private  trade  achoof*  receiving 
state  or  federal  student  aid.  in 
eluding  cosmetology  schools, 
which  currently  fall  under  the 
•eeretaty  of  stale's  purview 

tinder  the  bill,  the  governor 
will  appoint  a  iS-flicmhoc  board 
to  administer  the  overnight  of  the 
ite*  division.  The  tioard  will  con- 
sist of  one  member  from  ?aeh 
con*re**ioo*t  district  and  two  at- 
large  member*.  Currently,  two 
peomV  over**  about  200  iclioota 
operating  la  the  state 

Furthermore,  instructors  must 
he  trained  In  the  fields  they 
loach  For  eomplo.  computer 
data  instructor*  must  have  some 
training  In  computers,  which 
sometimes  It  not  the  case*  the 
committee  said 

The  legislation  $*  popular,  in 
part  because  it  docs  not  call  for 
additional  reaource*  from  the 
state  treasury,  legislators  say.  in- 
stead, the  espense  of  running  the 
m  w  dlvilton  will  bo  pasted  along 
In  the  form  of  feet  to  Khoota  op- 
eraUtt*:  In  the  atate. 

•This  ta  a  bwmcat  deal.*  aaid 
Hep  Marvm  Adams  0>  Thomai- 
toni  :TWt  Is  not  a.btirdon  on  the 
taxpayer *  I 
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Recruiters  peddle  trade  school  classes 
to  poor  as  steppingsicne  to  better  life 

Utttn  svunf  jott  hate  'mh  i-nnarrn  *m  no  ftutosncj  Witt 
jrr  wu  e»ef  £omf  fp  Co  >wrn  ifJ&r  *  \hrn  tas  rfte  /atr  ^m<*  w* 
te/jf  ?o  j  A*rf>  mill  }tHtr  h$tr  ionr '  ft>l  iflvd  *txntt  ^ur'^it" 

Y&u  ttvt&  f*T  4  grfftt  to  tr*m  ft>*r<?  -tw  -n  ><ntr  <wn  ftvrrr  ft  • 
;/»e  tovemment  ft  t  *  £tt}  Yms  ff  pmtean  ,*>ai  r  'o  torn?**  t  httlr  xton 
ty  YtHttl  Fimxt  tp  pM*  n  tfjtrk  Usibr  \k>  *  motrth  Heck  you  ,w/d 
■sake  th*l  f*n  vtfW  httrcui  ilvnr 

-  *ich  turn  **  AfcawU  trw*e  ioWIw 


V«        g    »  — 


Its  the  back  ,00ms  of  man* 
trade  KfKS>J»  throughout  utinu 
te !# marketer*  place  call  after  rail 
to  the  City  *  poor**!  resident* 
?9ikmt9$  a  script  deufned  to  m- 
fuii  hope,  they  tell  trade  schools 
a*  the  Ittnue  10 1  better  I  iff 

&ti*cv*t  t&e  fea*t  bit  in- 
l*rm  UW  caii  out  the  Mvt  ie  am 
-  nrcrutfer*  -  to  make  fee  hard 
sell  "H  i  ettrensety  ea*y  to  sell  to 
the*e  people  because  you  see.  ! 
sell  dre****, '  said  to«y  £  fhrn- 
chrfta,  *  recruiter 

Ahd  so  fit  joe*  where  dre mm 
are  often  ail  thai  people  can  *f 
feed  —  te  heuatne.  project*  *oop 
totcfttftt.  shorten  for  thr  home 
itu  and  wtifare  tine* 


Lawmaker*  iaj  the  likelihood 
uf  abu*e  iwtwrt  when  the  *»e 
^  *  recruiters  paycheck  n  tied 
Jo  tr»e  nymbf r  ttudftrti  he  eft- 
rott»  tn  a  r^tnl  iob  Mr  CTiw- 
cb«i!«  ^{50  tor  every 

drnl     >tfne4  yp,  Of  ut4 

l*  S  Hrrreury  of  Educauoa 
Uuro  F  Cavaioa  iw»  pfopoaed 
ift^UtHHi  btnztrti  coKfniiMorted 
recruiter*  »ur(>  aa  «r  ChjaeHrtlia 
at  wtH^*  reeewnf  t>tfer»)  *t» 
dew  jj4  The  bill  n  pendinf  m 
the  L'  S  Seaaie. 

Do  pfopnetanr  KttooU  re- 
cruit m  *  wa)  «tat  mar  ae*  be  aa 
ethtca!  at  wed  ttke  litem  te  be'  I 
tia*k  torn*  of  tbat  occur*.  '  oj4 
HTiHim  Weavrr.  paat  pmi^em  oi 
the  Georju  Private  School  A**> 
fiction  wntc 0  repr***nt*  43  tradr 


1 


Aracnaftarufctajuit: Jame*H  Da>«Jf 


S«t  for  many  yftO*r<sJucj{fd 
iiudfrtu  trade  vrtKXyt  recruiter* 
are  the  onty  own  -»ho  -esrt  out 
»t  »il  Traditional  cvjiree*  ^on- 
pete  ['or  the  be*  >tuoer>u  Geor 
gta  *  pubtfc  vocatioTiat  mi\t\u 
U&ftt  don  t  recrurt     *t^rf  sst^iv 

Trade  *ckocM  owner*  >ay  tbey 
are  eduratia|  tho*e  tumeO  a**v 
by  eterytfite  elie  ftnd  they  ftat*  {o 
be  *jctne*Kve  ataHwet*  ii>  turn  4 
proAf 

To  entire  itudetttt.  trade 
achooif  offer  evrrythiftf  from  ttee 
eompwfer*  to  be brifttiE*  to  bnef 
r»»e*  vjany  afiiertu*  o«  teien 
mm  \f:ir1u!inf  romm<*rruw 
^fteo  unemployed  adutt>  mi»n 


outwear* 


nc»^func  Uf«ao  SuftntM  inmuw.         0**Qi*a  ******  fib****  rrw** 


itkety  will  be  tvatrnmc  -  4a»ume 
Kup  operai.  >«trom  rervrti  and 
old  movte* 

Trade  school!  aiso  compete 
Mtorouit*  for  fecrumac  taicm 
ortertof  better  commnitow  and 
more  money  Boi  the  tcboot*  of 
fen  do«  t  keep  their  word  and  re- 
irujter*  often  roam  from  *rno<»i 
tOKhoot  Mr  Ch«achnu««d 

Some  become  dJ*enrhanted 
Ja.  e»  H  Oa^'Ji  Jr  of  Stone  Uo«n 
ta»»  «a>v*  he  stopped  recrtiittiic 
for  United  Suttne**  Ittitnute  tn 
Decatur  afler  5v*  month*  be- 
cause  he  did  (tot  behete  the 
<Aon|  was  hetptftf  mo^Eiu 

Hhat  ^alt>  >e^jn  '0  »$her 


jf  low  income  people  and  ail  (hey 
"ere  t^itnf  to  ret  out  of  it  wu 
debt  said  Mr  D»vt*.  42.  who 
qtm  nKittUfiti  m  Vuly  and  now 
wont*  m  ate*  for  a  direct  mad 
advrrtiunf  company 

He  said  he  wai  told  to  to  after 
MJoe  «u»>«t*  etpectatty  tho*e  on 
welfare,  because  they  easily  qwal 
1  fted  for  fovtmmem  asd 

•your  eyei  Mmd  of  ux  up 
when  you  wttked  mto  a  home  and 
taw  a  woman  on  public  aaataianre 
with  a  child  or  two"  Ur  Daw 
said  You  want  to  behev*  you 
are  hetptnt  peopte  find  a  *«y  out 
-  J  jrew  up  »n  j  pro>Frt  ny*elf  f 
feem  fmtktnc  ror  the  hrtehtee  \t&* 


but  it  |pc  verv  hard  to  see  ' 

VJr  rhmcmll*  also  recruited 
for  I'mted  du»ne*a  Inatitute  and 
it*  amisate  I'ttrasima  w/hfert  both 
closed  m  Octooer.  leavinf  more 
than  200  student*  strutfiinc  to  get 
refund*  He  is  now  recrustinf  in 
the  Southwest,  a  fbend  *a»d 

Whrle  «n  xtlanc*  Mr  Chin 
chi  I  la  (aid  he  »ametrme*  worried 
that  he  had  enticed  students  into 
takin*  loans  thew  couidn  t  repat 
Sut  he  had  hi*  own  debt*  he 
«asd 

"I  am  pre**ured  to  make  »n\ 
*ale  10  eat  he  *eid  %nd  iher* 
ik  also  that  little  'a\  &  irw>6  ,n 
all  al  ti*  thai  fakes  ner 
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fat  CwL   )/24  fro  


Was  school  closing  'act  of  God* 
or  fraud?  Lawsuit  will  decide 


\  »*ooiev  JMPnaM  3  Dr^?r;,m  .*r  -insfte 
"Mrertti  d\  :r,t  Winm  Ljlher  K.nj  .'r  Ceiter  for 
■  on»»«irnt  Chant**  n  ;98$ 

fhere.  1  venter  ai'UiAf  toid  ne*  jbowi  £t>u:riern 
t»c?tiDn*l  '"mlete.  •  trafle  icnooi  ;rfenn$  iia: 
t*h  eeucirien  Mi  r<M*y  enroflea  .n  1  T-^tn 
.•oroputer  courv 

Stx  montft*  .iter  ift  *crtoci  dJ«pp**reo 
,       Even  »o  tre  ichooi  *  owner  "ormnuea  'O  leaf 
♦  lift  Kit*  vifflCl2l«  *»  if  he  «er*  (till  lit  bu*in»U  .n 

tfr  city  vh  I'oolty  denoted  oi\  4  S2J^0  itudent 
o*n  ind  tfee  federal  s^emmem  *ei*ed  ser  in- 
:ome  t*%  refund  i»  p*«  0/  in  erfort  U>  get  iU  men- 
tick. 

TTtpff  *r*  the  Known  fact* 

The  Qt*w  dejenbed  hrt  depinure  i>  'in  act 

of  Oa&~  <Hi  Coo  ley  uy*  ihr  wi*  npped  01!  She 

med  \ht  owner  the  ;t*v  Lawrence  F  H*«  i<x>C  Sr . 
<  *r.d  Hire*  other  employer*  in  Au|vvt  for  UJeted 

:'r*u4.  fee*}**  S5O.O0O  in  dimife* 
;       Howtvtf  lb*  cue  com**  out  n  illustrate*  the 
1   whtm*te»t  nature  of  many  trade  *et»o/*  whirn 
1  -er  d  to  be  am  a*  buunefief  flrtt  then  educational 

jnsttfuUoni. 

Sine*  Sfitt.  mar*  thin  50  trade  wnooi*  hi*e 
j  cioud  tp  C«vyi».  *nnott  all  for  ftnanfrii  rei$ons. 
{  *Ut*  officii!*  lly  Often.  Undent*  ire  the  one*  left 
,   no  Wini;  tot  hfe 

t  The  Kev  Biyfood.  a  Siptirt  minuter  in  TuUe- 
et«*  opened  in  (twtt ion  eunpui  of  Southern 
Vocation*]  College  m  Atfimi  m  1904.  «i?*  reenrdi 
*fte»  lb*  m*ja  eimpva  rtiJJ  operate*  mi  Tusasrtt 

Souther*  Vocation*!  College  hi*  nectivtd  it 
'•w  f !  t  fftUiM  ta  ftdtn!  tatfts  ttacs  tt  btcsne 
efipWe  &  wmfTWft  i»  tfte  tt«4etw  Imb  pfofrtftt. 
^rcordrni  [*U)|US.  Dt^irt»tM|  of  Edycuf/O*. 

SUl«  »»ct  fedtrti  t*»rt  rvqtftre  nrtfcOU  tbit 
<*fo»t  u>  tifvt  refund*  1*  itudtsu  So«fjJt«i  Voct- 


Hkjnii  •  -iV7e  •  in*-  isa  .0  j-tients  n  *?■ 
;inu       :ot      ^  »L5e»*::   •«  " 

'n  >   f  f  I'r'-.'t  »*  r:  »'*  e*1    ";e  '.e-  ■fi'-' 

joj  saf-fc  3&^n  \her  ■  vi  .t-!  7ur'.eo  Jowft 
itrere  ;i  noiiiins  ou  .  in  .0  ?u:  r  0  •esrouD  iit 
Mid 

S«t  '-ii  f.'ocjf*  *t«ite  jr.3  ^ji  ^f  -ci'  rcn* 
tend  tfte  khdoi  «3(Q  t  m  "nef  ;>  i-jmnurerii 
^ejort  ill  -kiflden  serarure 

It  operaiea  tor  ipf^  <«tu^oui  vtjox*  <tno  lever 
receiver  computtn. ; Mi  Cooie*  ^td 

Sue  A(lefe>  Mie  ^ai  'nenfj  nio  ukint  oat  4 
fojn  She  u»d  &  jC'o<>i  yrfifj^*  :o!d  .ier  jne  ■*■»* 
i$|nm|  rtn#rifiai  nepers  for  >  p^mmefii  jrant 

I  wouiivi  1  htif  *»rrr»Heo  tfcat  ^one<  tc  jo  to 
Kftoni. "  CtX)!^'  .*td  18u£l  if  I  ft*o  'e<e{ve<i 
in  educswoti  I  wtjyio  fii^e  :nea  to  p»>  n  ' 

%U  Cooiey.  ^3  *if  empjoieo  p»rt  time  it 
Geoffti  5(jte  Un^vnity  *mlt  itltndmf  Southrcn 
Voeitjonii  Coiieft  Sht  rorreo.iy  hv««  m  $up*»- 
dt»d  hctiijn*  and  firm  »  wet?!t  ^rtonj  »r*  s 
locii  ;cwtir>'  fiorr  She,  wpporti  ber  17ye*r^ld 
ion 

Tfc*  U  S  guwmmtnt.  *hteh  pud  tfce  lender 
wn^ft  Ms  foofcey  dsdnt  i&  Jetennmed  tn  get  rti 
montv  In  ApnL  Ut<  inur*n»J  Rtvmut  ^T\iCt  m- 
tttreptcd  iU  Coc4ey  f       income  u»  rtrurxl 

"J  don  t  *vtvw  wtui  RtvefttKS  H*>iood'»  mten- 
tKJw  were  *fetn  f»  c»m*  to  Aiiiau.  cut  h*  putted 
00  in  tUbor»t»  Khtmt "  %siA  tiuttmh  H  U^r 
ru«.  «»♦  Uiwytf  *no  too*  on  Cooky  1  e«t  for 
AK**f*  Urffi  Aid  "He  «  dtfUMety  1  nun  UM 
•otHft  u  tht  KtRf  Center  tl»ou<nt  they  could  trutt 
bvniue  of  tftt  Uct  Ulit  fit  '  «>{Uf  *fld  J» 
oUct* 

Tfct  fttv  Hi^food  a«s  ntUitd  fun  her  inter 


tUrt*  Cooety,  outtPdt  wt  txAJjn^  thtt  rvx^tc 
S^i^t^>  r'oCiw?r*  Ci>*3C  >o  V%»roi  rt»t$otc}?Cfw 

virvn  beciuie  of  the  tiwsuiL  ftii  utontey  **td  ta 
fjtt  mjwer  to  the  jvtL  fitrd  ts  Sntember  he,  de- 
nied \i*  Cooif)'*  ftUe^nom  chirfrni  the  »u.-t 
«ra*  brou^pl  ;or  l*Jfl*«wtnt." 

The  c*§e  h»  wl  tftt  Kjh«  Ce»ttr  on  |W*rd 
we  asd  no<  w**t  Kirtn  W0i  *ny  pipen  *  iitd 
Druc-hia  Tufste.  wno  fta  U>e  p»t>«n®  ^  Ccwtev 
ittended  She  did  irttnowhtdje,  however  tiat  >ho 
ewopted  the?  iw|lt  pirenu  to  tour  t>e  Khoot 

The  tefcool  wit  r«o««wndtd  to  tf*  t>eciu>e 
of  fi$e  one  in  TUifcetee. '  Ml  TuOle  u«d  We  wl 
no  !de»  'hey  roo*td  umtf  they  «c*e  ^ne  ' 

\estfter  did  the  city  otT  Atlicu.  tne  ^^ner  cf 
tte  huttdtnt  m  urhictt  the  ftcv.  Hayfood  rented 
>p#kt*  ihe  school  w»  oonstiariy  lltt  *tih  »tf  reft 


CKficw  /tftjir^frigcfctrwwie^tci^ioxrn^ 
eft*  sr#  tm^iec  c  •?'«v>ncn  progrim 

piymefiU  iad  dtd  not  .n^ice  tie  (»«  one.  ctty  gflt- 
c.ili  uid. 

It  took  sttte  offlcul*  itout  ei^ht  mo/uh*  to 
>*»n  t^e  >cntx>i's  depirture  stnee-  the  Hee 
Htyfood  rontm^etj  to  torretpowl  wt*h  the  *ute  a* 
'hoorh  he  were  ittU  11  Atiinti  reeordi  ihow. 

Tnere  are  lit  ktpdv  %A  resioni  people  «mt  tc 
ie«p  ltcen>tif«?  —  thev  »hi>  «a«t  ti*  co.ate  hiek 
»ineU(n#  and  open  inmhti  KhooL  Mtd  Windi 
Gny,  who  over*ee»  tnde  tefcools  for  the  Oeon?ii 
Department  oi  Eduei^an  >ei  Gnty  ufd  *he  never 
:oilo«ed  up  with  ute  Rev  Hiygo^>d 

I  knew  where  I  ^.ouid  fma  h«m  in  cue  jny 
bod>  ever  jho*>ed  up. '  Mi  Ony  md  Nobody 
ever  did  —  until  now 


In  tftis  series 


50i> 


Th#  tvofctJon  of  studwt  tld 

le  0»t  o<  n»  ytj^on  *or  >  t»f  »fac*»0  0<<yr  Sootiv  *^e**oam  t  /nee* 


Tbt  cvotetfea  of  studtnt  aid 

'  ^ycflgjg>Miri  gj  Om  tocwy,  ^  lyndon 

1  ^>»wmw>Ki^|iwonndfoo»a<i 


  . 


m»iu«mwi  11  iiimiiitwm** 

******* mm%  »wmm  ™* 
C»m»^^IMlBMiM«V««*«^nMiyvi^  room***** 

n  tit  *w*  icheo*  wctor.  but  *«m  k.  toe*  ife4p*»*rt»M«x*e 


«M>O^M#0^«^aM^QoiM>tuMan  *  fwoctc  «p*ok>«  d<  from 
yyy  tnpomy  cnrtitM*  out  pov*nm#«*<o*CMtt  <*n»  *r^,  rttti 


»fxj  NKMwmp  r»m  «**>  e*r»  (tofhcunrtg  trvotgri  kucno*  <o#rt  pr^#m*  to** 

TH#  MJth  pfMMM  — ~  — .  — 

pfO(if»m*  ^rt^hrtp  Coojmi  r«rort  mtrpr 4*  to  m»  »c*a  p«op*i<m  Qu*  do* 


50  i 

I 


bithbMritft 

*n"V*v  Mjm  now.  imwi  *»  0mm*  q*i  * 

M  ItOttP  Mtftflf  to**  wfwn  Iht  iMiy 
<*C**W  <M*«l  h«n  only  lor  ^TrmrTt  itm>  uof? 


it*       jfut.  n«vr  pwft  rtppe^j     Dv  g         w  hoo  »  *\^^  n?^y 

vtV  tyiy  iL'fTl 

■  US  C*GXfTn*«  of  Eaucj^^oo  Soi^i#m)  Hipofuv  0*^    <*r>»,  Ji'  05«- 


;  Some  scnoors  make  strange  b^gfertows  Pa|#AI6 
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,  mlrr  fwlmtl  law,  *Utic  etui'l 
jitHt  say  iki  lu  high-risk  bans 


f  t»  mrmit. 


fff  HHP  Hfl*£| 


«  trw  l^ihvN  >r><  fc«  »•  tw 

)>•  «PTtrf*ir<  H»»l  H  *f  "f  *****  •*  * 

«  ...   Lw*  If  n^itli   tin  riwl 


....    m  l-<*  •  M  M 
,  ,    (<■   ,t,H     -1»  ,V"  " 

..     .  k.w      bu*.  IK  *  W"**  •»  '** 
,     .  ,1.  -  hf         •»<  '■«**  7Mt  *  f"'' 
(I..    r»*i1«  P  f  • 

r-»»  •  **  *'"*  **  *  *  . 

1|r      <JB     »Tlltty    HP*'*    V*       iml  » 

'l'*  ....  <  ...«nr«ii  |«1M*«  M*»* 
.,  „  ...|.  M||  <  HntJ^Kaf. 

..„i  i  *i"**t  W«  ,w 

'  Mil"    '  W   •  «*»  «   «t>l  * 

t,  ,»  .  ,u~t.  *v*r.  >»  *• 

,  .  .,  ft,.  iW- 

!         > .     •«*■** ^  ^*«^* 

 Mrt  M  ttrf 

K«t  «.*>».«*«  NW<»*«fl» 
. ...  t„«..  P«-*f 

. »  k*  irf  r« 

..      »f  .W,  I 

iv,  ».».  h .*.tp«lt»-i 

.  —  «  «  h'*'**  Ml  * 

■  »•>-  I  »«»    \t  >k*  Jir*»t«t« 

^   »  -,,  tV.-    ^  t-^'f«    «»*  «""■ 


«*  U*  IHHMM        »*•  WW- 

aTVf  mm  »r  nhiwil 
im  <*-\  r«  *• 
U  irp*t  tkHt  kiMi  TV  k««  r» 
OTfcuB         H***>*     i*"**^  •  *** 
frf  Mfltl         «h«drot  f^*t»  »»*>  *<^f"  (s 

Ifctt  »«vf>1  nliPt  f'jrt**r*!  M«vt«» 

B«W  M«t4l|  «*»* 

riuf  tt  >!•  kp«  t»'•**•,", 
■  m  Ifpm  !)n  wttfcitr  r^*l»  Ml  tp>«*ti 

thru  fv»^^'»t*>  W**4  f»"  {Im^o" 

ItriV  «  rf*-PI  »«'  It*  p'^ 
ti»M  I*p  imif*fi  <•«  («'  f*t»fll  Up»Vft 

iUiM  rlMli«  id*-  fU  f<^,i( 

nl  itwtrij  htan  UMuTf  ipiKH**"'  f« 

,^itM  |>.  I(m  «»ptt»  0<P*l  IH« 

Um  ti«<<  uW-  Kurt-  11*11  '•' 
X,m      w4.  K  4V  U.m  «»       !•»  P 

|4hi  pi'  !*»*  PV«M  »%»»K  lW»i 

On.*-  t.U   p>t    |lt|»l*      |p    rl«N*|tk  'l- 

imI  p4  plli  »4iaf  ■  i(*(V  s  i^->*  pjmi  >■ 
t,  (  kt  t>  lU  ftttn  P»  ft  tM*fc>  St^> 

tn  my  t»  |f  ^f*<  p  ' r«-^  "i"  w 

pl.<4  It  i  «M»  <*  »  N««tti*rp«iBl»l  t  »■  '"• 

A'prttl>  i«ff(dnr 

f.|/»  «lt«*  fP*if  «  •« 

It  i.tt  i«4<  «'•»  Hf»ti  4  <-■  tMtrfitfc  il^l 
pt»4.^«    lM),TI>(  mm*  \*  »'* 

of  thr  "»***■  "  «  '** 

^  (  «u*4lf«f  lPt*«-  Kmi||.  bp^r  H  U  ^« 
HI rui*.T<         it  pm«lt<H  ^  <k* 
\l\i*»-i»^h.  l*a  I  til  I  <tt«tftr|i 
Ktt  ^km.m  I. ■  *-V  Itv  «l  M\kl«t 

rfvtlit  (•»  «•  W.  p»"  *  ,Uf  S»*t»-»P<  I 

„mm,-  ».,,».»♦.      4  p*  I'S    K.f  l-t 

*,lttPM>  |l>brwf1    tk»MP»«Pj  b<  Ihr 

1I.PH*       it, tlrr  Ph  !>^4-m  i 

n«l  in.  if  it  >  *-*t»p>t  N«  IW-  Ht.ri. 

.tn.^t  pWt  \1  1-p.^P*  •»<  k»*HP*» 

(Km  mwih  U.«  .  iMu|>a>.<t  «  1^'  »  1*  > 
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>M«HMln»HHlt.t^lrl»i»»|(,^.|(^^ 

4  'Pi  '  .iK.,  >•..«»  *.»S*rfT  Mipkal 


$  i  J  i  J  fcam  I «  KM   I  total 


fit*  u,«     Mmw  VnM  i  to  la* 

qt«i  &  •  n<nm  fart** 

It*  MpvI  r*twtv<>i  n  mv«1 

rifc^nttu^^ir^^  th* 


■U.  »{.  ,(,. 


trifdi  i  H  |»>|  IPWd  fti< 

i-.lH,.*»  !»•(  •><»!  H(,.t  t,>p(WMi<  «, 
|ilM  ll'll'IH  1  Ntf  •  (  **trf  <i» 


"  «i  < 
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t  *MMt  aM  I  ■  IV  Mm 


T*t  m»«  iran.  W-tt  Hrf 

-   -  —  "  M* 


M4  *  *f*f*f  MWl  *r*i"  *■* 
MM  VtltMaMaMte*  


tot*  turn*  mm**  mmWtm 
H*m    mm  mm  mt  M  aiaMrthM 

ftrt      fto  twaMrt  &ajaj>Mj  **rMi 

aliit'  M  C##M  MMM  p  a^wrwPCMi  M*a\ 

>-.w*  ntr^  «mv  r—  ■ 


*M  HMMmI  4«»  K  «W  ****  M*Wl  « 

^mtVc4  www  ITTt  m*  IIM.  frw 


tv  iy  Wwg*  t^yn  m*  « 

bm  ft  Wf>n  man  t>«WM  «m  M« 


r*«*  tM  HNrf  (HHriC  A*  >eto«f  MM 


MMrM) WW itMM  Nwatnii 


to*** 

Ttt*#  aritMlt  ********  whrrei*' 


MM  *4v**i*Mi  ti  *f  i  w  Mil  at  art*, 
torftaf  wa  Mr*  MM  MM  MTlMMt 
•  til  U*4«  •*••<  M,K*  Hr»a|il«t 
mm.**  M  9*  fat  »MNtf  W**  t» 


1NMIM 


MMt  >WftO<  w  fi  «HMjfafrrgi» 
f  Mpi  ^rrrai\  JMMajjt  Ma  dlV^  bwrMMr 
Me  tc4m\mntmB  Ml  mm***—  r*fi? 

M  Ma  MM  iNM,  M  MM;  Ma  toft* 
Hat*  m4  Wmt  raa>toto»  AfaacM*. 

«**  pttM*  MM*  MiMtMi  M  aMcMet 

f4«ci(iM  Ka*f  w*»  Mi  ft*4r*U 
*t>rtr4  rfrfatflWaf  M  »**#*  tM 


frfMi  toMlTA.  Ma)  ^aM  MJ  M** 

NM  MJtMM  MM  Mf  I  MMI  (MMf  aflto1*) 
t  a/raA  CV  a^a^fM^  Mm  m*N'*^|*Oj^b>'^ 

MMMtU,"  MM«  tWM  HMMMM*  Mt 

iMlff  MMMTt  M*  ■  Mt  MMMTT 

MM  MM  *•  mmim        t*mpmm  mr 

mmUmj  Mt  Mm  mm  tvtj  mm  mmv* 


MMWtllM^toM»MMM)M)M»*tl^ 
k,  «rl  kM  »  «W*rM* 


MPtt  art  rtftMt  rt«4H  ffcffU  »* 


TV,  ill  DrfM4«M«t  mf  rto«t(M 
iwr«tf»  MM  MWt  toMVfl  ■>  »m  *TMM 

(Ml  mM  iw«  *A  «tv 
«M  to  htmHm-  rwMH  tmumy 

Mf  lw  M  VM***r<}  m  f^*K  »i  u( 
«mi<iw  Ww  li«HM)  «l  tM  4rt<MlMMi«  • 


t4nM  mmWMmM  rtnr  Hh  *<• 

Ml  trtM»1*  •<  IM  tt*»  M~ *  «■« 

lo  fin-  M«4v«i  M«fek.  HWf  l*i  if* 
•PTMl  MrfMM  t»*  Mr  *  f«**  |MM» 
M  frtmUM  MM  «*pN*»«t  * 

%**  RkMWT  iKw,  *«itfK  M 
(M  &K*«»M«mtrr  m  l'*»tHV»w4»*f 
M»ftU»»  \t  tM  l{  K  IImik  ^ 
RrMr««PirfM-« 

rx  trt  *rt*M4  ttoM»      "n  **tir  »•  « 

Tm*  M*r  MM,  *rr«1  f*.  ir»»r 
1**mm  rtto  rr#MMjtT  *  m*  ( 
KM  KrMi.  4TMAJP  «««*r^>">^»'»  I'M 
p^«n.«<.  MMR4  M«f  rwluMMi  M 
diimtMrA  -«MMf*  M*  TV  #*n«  « 
Vf  MnrfW  HTTN  »•  «Mf  t^PW 
t*«<*aMr  (o     mm*  FH*'  «  ft^Vf»»- 
Mi  I*  rMMff  IM*  tto  tlVt*  U> 
(IMK  (M-  MJ*flWNl»ri  »«▼  ««»l"r 
Msptrtf  ftfltvt 

Km**  lM  riMM  MJt  fMtinilftwm 
r«njp*r  irmm  MM>  MMM  («> 
b(>lt,  ttom  *•  HMot  *  fc~4lMt  »• 
(Ml  R*  M«r  kMvrtf  TWI  U  <V 
r^M  r«Mut^«      fi-MHMfuf  iv  tiie*» 

iv  PjM  »f  Net 

TM  ftotht  p<p*#t»«*»«Mf»  ***  1 
firm  *ttW  tof  (MT  «f  P**^*  M  t* 


V    »>l  MVP  a  f»f  *r  i»  INi^  * 
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Advisory  Committee  on  Student  Financial  Assistance 

Senate  Pcrntarart  Subcommittee 
March  2,  1990  ™  l.w:--sai** 

Mian*  JSS.\_  

Ms,  Grace  McPhcarson 
Staff  Investigator 
Permanent  Subcommittee  on 

Investigations 
United  States  Senate 
100  Senate  Russell  Office  Building 
Washington,  DC  20510 

Dear  Ms.  McPhearson: 

I  am  writing  to  correct  several  statements  contained  in  staff  testimony  before  a  recent 
hearing  of  the  Senate  Subcommittee  on  Investigations.  I  think  it  is  important  to  set  the 
record  straight  for  several  reasons,  This  testimony  mischarsctcrized  several  of  my 
statements  and,  by  doing  so,  left  unfortunate  and  inaccurate  perceptions  of  the  role  and 
positions  of  the  Advisory  Committee  on  Student  Financial  Assistance. 

It  is  most  important  to  correct  the  assertion  in  this  testimony  that  the  Advisory 
Committee  "has  avoided  dealing  with  the  proprietary  school  issue,  because  it  was  just 
too  difficult."  The  primary  reason  that  the  Committee  has  not  issued  a  set  of 
*  recommendations  on  proprietary  institutions  is  simple:  congressional  priorities  have 
dictated  the  Committee's  agenda  and  therefore,  its  allocation  of  resources.  Congress 
mandated  several  studies  and  analyses  to  be  completed  during  the  first  two  years  of 
operation.  I  provided  you  with  these  reports. 

Since  the  Committee  has  not  taken  a  position  on  the  proprietary  issue,  which  I  made 
dear,  my  remarks  represented  my  knowledge  of  data  and  studies  on  the  subject. 
However,  your  attribution  of  a  recommendation  that  proprietary  institutions  be  treated 
differently  is  wholcly  incorrect-  While  I  did  discuss  with  you  an  approach  that  would 
treat  al|  fasti tufow*-  applying  for  Title  IV  certification  and  eligibility  differently,  I  did  not 
suggest  that  such  treatment  be  reserved  for  proprietary  institutions  alone.  This 
^approach  would  provide  new  institutions  with  temporary  certification  for  a  period  of 
|  three  or  four  years,  during  which  time  these  institutions  would  be  subject  to  more 
[^stringent  reporting,  audit,  financial,  and  program  review  requirements.  Such  close 
scrutiny  of  a||  institutions  in  this  category  potentially  could  weed  out  problem 
institutions  before  they  cost  the  taxpayer -and  students-substantial  amounts  of  money. 
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M*.  Onwc  McPhearson 
Page  2  - 

Because  your  intention  is  to  improve  the  Title  IV  programs,  a  goal  shared  by  the 
Advisory  .Committee  on  Student  Financial  Assistance,  I  believe  it  is  important  that  these 
inaccuracies-subtle  as  some  may  be~be  corrected  The  record  should  show  that  both 
the  Advisory  Committee  and  I  have  worked  diligently  to  improve  the  programs  and  will 
continue  to  do  so. 


Sincerely, 


Brian  K,  Fifeg 
Staff  Director 
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March  30,  1990 


Mr.  Brian  K.  Fitsgerald 
Staff  Director 

Advisory  Committee  on  Student 
Financial  Assistance 


Stwtt  Pirniinettt  SubccmimnN 

Bfl  ImmtigaJions 


7th  and  0  Striatal,  S.w. 
Washington,  D.C*  20202-7582 

Dear  Mr*  Fitsgerald  i 

Than*  you  for  your  letter  datad  lurch  2,  1990,  concerning 
staff  testimony  at  «  hearing  on  abuses  in  Federal  student  aid 
program*  before  tha  Paraanant  Subcommittee  on  Investigation*,  x  aa 
plaaaad  to  have  your  follow-up  comments  on  an  iasua  that  ia 
obvloualy  vary  important  to  both  of  us. 

I  hava  again  reviewed  your  letter,  the  Subcommittee  *  •  a  taff 
atataatant,  and  ay  notaa  from  our  aaating  on  Fabruary  2,  1990,  X 
hava  alao  consulted  with  Ki*  Wharry  to  varify  tha  accuracy  of  thove 
notaa  and  ay  ralatad  atatesient,  it  ia  Kim's  and  ay  opinion  that  tha 
staff  statement  accurately  reflects  our  Meeting* 

Beyond  that,  I  vould  like  to  assure  you  that  your  recent 
correspondence  has  been  noted  by  the  SubcosaUttee  staff,  and  your 
further  qualifications  of  the  issues  have  been  considered. 
Additionally,  your  correspondence  will  be  added  to  the  record.  The 
Subcoaaittee  values  your  input,  as  the  Advisory  Committee  has  done 
solid  work  in  improving  student  financial  aid  programs.  It  was  not 
our  intention  to  degrade  you  personally  in  this  Batter,  it  in  fact 
you  feel  that  has  occurred* 

I   do  appreciate  the  time  that  you  spent  with  Kim  and  me, 

sharing   your   opinions  and   experiences*     X    would   hope   that  the 

Subcoaaittee  can  count  on  you  and  the  Advisory  Committee  to  work 

together  in  the  future  with  the  assurance  that  any  "inaccuracies" 
will  be  avoided. 

with  «eAS*in'  th&nk  you  for  your  an<*  £or  ahArin<3  YOMr  thoughts 


Sincerely, 


Grace  T.  McPhearson 
Staff  Investigator 
Permanent  Subcommittee  on 
Investigations 
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